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TUESDAY, JULY 24, 1951 


Unirep Srarnms SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The subcommittee met at 2 p. m., pursuant to recess, in room 224, 
Senate Office Building, Hon. Joseph C. O’Mahoney (chairman of the 
subcommittee) presiding. 
Present: Senators O’Mahoney, Knowland, and Thvye. 


DEPARTMENT OF THE NAVY 
NAVAL PETROLEUM RESERVES 


STATEMENTS OF COL. OTTMAR F. KOTICK, UNITED STATES ARMY, 
DEPUTY DIRECTOR, NAVAL PETROLEUM RESERVES; REAR ADM. 
EDWARD W. CLEXTON, ASSISTANT COMPTROLLER, DIRECTOR 
OF BUDGET AND REPORTS; CAPT. CHARLES ADAIR, UNITED 
STATES NAVY, ASSISTANT DIRECTOR OF BUDGET AND REPORTS; 
CAPT. ROBERT R. CRAIGHILL, CHIEF STAFF OFFICER, OFFICE 
OF BUDGET AND REPORTS; AND COMMANDER WILLIAM L. 
POINDEXTER, UNITED STATES NAVY, STAFF OFFICER, OFFICE 
OF BUDGET AND REPORTS 


PROGRAM OPERATIONS 


Senator O’Manonry. Come to order, gentlemen. 

We are going to have a discussion of the petroleum reserves I under- 
stand, from Colonel Kotick. 

Colonel Koricx. Yes, sir. 

Senator O’Maunoney. Very well, sir. You may proceed. 

Colonel Korick. Do you wish me to read this statement that I 
have? 

Senator O@AHONEY. Yes. 

Colonel Korick. The Office of Naval Petroleum Reserves was 
established in 1927 as a part of the Office of the Secretary of the 
Navy. A directive issued by the Secretary, dated June 6, 1944, 
redefined this office as “Office of the Director, Naval Petroleum and 
Oil Shale Reserves,’ with duties as follows: 

To take custody and charge of the reserves on behalf of the Secretary; 

'o formulate plans and programs for the exploration, prospecting, conserva- 
tion, protection, development, use and operation of such reserves and for the 
production of oil therefrom; 

To make recommendations to the Secretary with respect thereto; and 

lo execute such plans and programs as are duly approved, and to consult 
With the bureaus and other offices of the Navy Department and other Govern- 
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ment departments and agencies to the extent necessary for the administrai jo), 
and control of such reserves and to obtain production therefrom. 


CURRENT PROJECTS 


The current projects in furtherance of these aims for which funis 
are being requested for the fiscal year 1952 are 

1. The continuation of the development program in Naval Petro- 
leum Reserve No. 1 (Elk Hills), California, a comprehensive undey- 
taking aimed at the complete development of the potential productive 
capacity of the reserve. 

The operation of Naval Petroleum Reserve No. 1, which includes 
cost of producing Navy’s share of test production and maintenance 
of the field in a state of readiness to produce. 

The drilling of two exploratory wells to explore the deeper 
hesinan 3 in Naval Petroleum Reserve No. 3 (Teapot Dome). These 
horizons have been found productive in land adjacent to the reserve. 

4. Administration of the reserves, including field-office expenses, 
employment of expert consultants, and transfers to the United States 
Geological Survey for its work in connection with the naval petroleum 
reserves. No funds are being requested at this time for the appro- 
priation “Exploration of Naval Petroleum Reserve No. 4 (Alaska 

Previous plans were based on continuing the exploration program 
until December 31, 1952, at which time exploration would cease unless 
very favorable results were obtained. Pursuant to the declaration of 
a national emergency and the attending critical material shortages, 
the policy has been restudied and the potential closing date advanced 
1 year to December 31, 1951. A sincere effort will be made to close 
out the exploration program with funds presently available, providing 
the Secretary of the Navy about July 1 1951 decides to discontinue 
the exploration program. 

Should the Secretary decide that the results obtained prior to 
July 1 1951 are very favorable, a request for a deficiency or supple- 
mental appropriation will be made to provide for the continuation of 
the exploration. 





EXPLORATORY WORK IN ALASKA 


I would like to interject at this point, Mr. Chairman, that as of 
June 25, 1951 the Assistant Secretary of the Navy visited Reserve 
No. 4 and has decided to continue the exploration in Alaska on a 
sain -year basis, and that as soon as a program for next year's 
activities can be arranged through the operating committee, probably 
in October of this year, the Navy proposes to come batk for a de- 
ficiency ea iation or a supplemental appropriation of approxi- 
mately $5 million to carry on that work in 1952. 

Senator O’Manoney. How much has been expended in that 
Alaskan operation to date? 

Colonel Koricx. The Naval petroleum-reserve expenditures have 
totaled approximately $38 million. 

Senator O’Manoney. That is all, or is that just in Alaska? 

Colonel Koricx. That is in Alaska. There are some additional 
moneys being spent by the Navy on transportation of materials and 
equipment up there. It totals somewhere in the neighborhood of 
$10 million to $12 million. 
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Senator O’Manoney. Is that 10 or 12 million dollars in addition 
* to the 38 million dollars? 

bi Colonel Koricx. Yes, sir. 

Senator O’Manonry. That means $50 million approximately? 


Colonel Kotick. Yes, sir. 








RESULTS OF EXPLORATION IN ALASKA 















Senator O’Manoney. What results have been obtained? 

Colonel Kotick. At the present time we have drilled 57 wells, and 
ve have approximately 70 million barrels of oil in sight. 

Senator O’Manonry. What do you mean by “‘in sight’’? 

Colonel Kotick. Producible reserves. 

Senator O’Manoney. Have you actually discovered oil? 

Colonel Kotick. Yes, sir. 
is Senator O’Maunonry. Have any of these wells flowed? 
3 Colonel Koricx. No; we have no flowing wells. We have a few 
* pumping wells. On one structure called the Umiat structure, six 
» competent petroleum engineers took the data this year and evaluated 
the reserves in the structure. 















BS The average estimate was that we have about 70,000,000 barrels 
© of proved reserve there. 
Eo Senator O’Manonry. When you say “the average estimate,” you 
; ' mean of the 6 experts the average estimate was 70,000,000? 
P Colonel Koricx. Yes, sir. The estimates varied from 2,000,000 to 
" c 161 000,000 barrels. 
a ; Our data is not too good, but they did take the data we had. Those 
' were the estimates they made. 
5 q Senator O’Manonry. What judgment did the officials in charge 


of the naval petroleum reserves place on the estimates of these 
gentlemen? 
DIFFICULTY OF 


ESTIMATING RESERVE 









Do you discount the 2,000,000 estimate? 

Colonel Kotick. No, sir; I don’t believe so. The estimates of re 
serves Vary enormously. Even in oil fields which are relativ ely highly 
developed, for example, out in Elk Hills, Calif., there is quite a differ- 
ence of opinion as to the amount that is ac tually in that field. 

We have about 700 wells out there. Up here we only have five 
wells in the Umiat structure. They attempted to make estimates 
of the oil in the Umiat structure. 

Senator O’Manoney. How large is the structure? 

Colonel Koricx. The structure is approximately 20 miles long and 
a couple of miles wide. 

Senator O’Manonry. How far separated were these wells? 

Colonel Koricx. These wells were from a quarter to a half a mile 
apart just in one portion of the structure. 

Senator O’Manoney. So they did not test the whole structure? 

Colonel Kotick. No, sir. It is far from developed. We need 
lot more data before we can competently evaluate it. 






















FUNCTION OF NAVY IN DEVELOPMENT WORK 


Senator Tauyg. Mr. Chairman, the question comes to my mind 
ce the Navy has done the pioneering there, what does the Navy do? 
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Does the Navy step out and a contractor enter in and make a contract 
to further develop the field? I may be compelled to show my ignor- 
ence here, but I just do not know what the Navy does. ; 

Colonel Kortcx. I think that is a very important point, Senator 
Thye. I wish I could answer your question. 

The plans for Navy Petroleum Reserve No. 4 have not been carried 
that far. Under the present law we can explore and develop for the 
purposes of conserving oil in the ground in preparation for an emer- 
gency. That is as far as we can go. We cannot produce oil except 
by a joint resolution of Congress. 

Senator THyr. Assuming you would have brought in a gusher, 
there is every possibility any time in certain areas if you go down and 
reach the oil deposit that you may bring in a gusher. 

What would have been your action then? 

Colonel Koricx. I think unquestionably very deep consideration 
would have been given to going ahead with plans for developing. 


AUTHORIZATION FOR WORK 


Senator O’Manonry. But you have no authority to do that. It 
would have been necessary for them to cap the well and come to 
Congress and have a new determination policy. 

So far the only authorization that has been granted the Navy, as 
Colonel Kotick remarks, to explore the petroleum possibilities of this 
area. If it develops that the oil does exist in the amount mentioned, 
then it undoubtedly will be necessary to consider new legislation. 

It is clear, however, assuming that you have 70 million barrels of 
reserve brought in, it has cost $50 million. It costs five-sevenths of 
a dollar for every barrel of reserve that has been developed so far. 
That is pretty expensive oil. 

Colonel Korick. It is just a start. We have not even drilled the 
wells to get it out yet. We have not built the pipeline to get it out. 

Senator O’Maunonery. I know that. It is just a start in the ex- 
penditure. 

NAVAL RESERVE PROJECTS 


Senator THyr. How many such projects does the navy have? Are 
you searching for oil wells elsewhere on the North American Con- 
tinent? 

Colonel Koricx. Only within those reserves which have been set 
aside by the President as petroleum reserves. One is at Elk Hills, 
Calif. One is at Buena Vista Hills, Calif. One is at Teapot Dome, 
Wyo. One is in northern Alaska. We have three oil shale reserves 
out in Colorado and Wyoming. That is all. 

Senator O’Manonery. These reserves were created years ago. 

Senator Tuyr. These are all on Government property? 

Colonel Kotick. Yes, sir. 

Senator Tuyr. Why could not private contractors go in and explore 
in the same manner that they have explored elsewhere, where you 
discovered some of the greatest oil deposits that we have in the 
United States? 

Colonel Koricx. They would have to deal with the Secretary of 
the Navy. The reserved lands are under his exclusive control. They 
are not permitted to move in there under the mineral leasing laws of 
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the Department of the Interior because the Secretary of the Interior 
does not have jurisdiction over Navy lands. 

Senator Seieerns. The fact that the Secretary made a personal 
visit this year to the Alaska reserve, and it was doubtful until he came 
back whether or not any further effort would be made, seems to indicate 
that there was some doubt in the mind of naval officials until the 
Secretary made that personal inspection as to whether or not it was 
worth proceeding with. 


PRESENT NEED FOR EXPLORATION 


Colonel Koricx. I think that is correct. There was some doubt 
in our minds as to whether this was the proper time to continue the 
exploration. 

Senator O’Manonry. What is your judgment? You are the 
Deputy Administrator. 

Colonel Koricx. I know how critical steel is in this country. I 
know how people are anxious to drill wells. Although our steel use 
up there in NPR 4 is only about 1,000 tons a year, yet 1,000 tons a 
year is a lot to the man that cannot get any. 

’ From a timing basis my personal opinion is it will be a considerable 
period of time before we can find and develop and transport the oil 
out of there. 

Under the present circumstances, I would postpone it. 

Senator O’Manonry. Are you an oilman? 

Colonel Kotick. Yes, sir. I spent 15 years in the oil business 
before I came into the Army, 15 years out in California. 

Senator O’Manonrey. What were your associations? 

Colonel Kotick. I was petroleum geologist with the Shell Co., the 
Chancellor-Canfield Co., and the Tidewater Associated Oil Co. 

Senator O’Manoney. How long have you been in the Army? 

Colonel Korrcx. I entered the Army in 1941. In 1946 on returning 
from Europe I became acquainted with Commodore Greeman while 
I was on the Army-Navy Petroleum Board. 

He appointed me as a member of this operating committee for 
NPR No. 4 and shortly after that asked me to come into his office, 
where I have been for the last 3 years as Deputy Director. 

Senator O’Manoney. You serve in the Navy as a colonel in the 
Army? 

Colonel Kotick. Yes, sir; I am on temporary duty with the Navy. 


NO JOINT OPERATIONS 


Senator O’Manoney. Is there any joint operation or arrangement 
here? 

Colonel Kotick. No, sir. There is no joint arrangement. This is 
an exclusive Navy activity. 

Senator O’Manoney. What is the meaning of the sentence on page 
1 of your statement under item 2: 


The operation of Navai Petroleum Reserve No. 1, which includes costs of 
producing Navy’s share of test production and maintenance of the field in a 
state of readiness to produce. 








644 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1952 


Is there any other share but the Navy’s? 

Colonel Koricx. Yes, sir. The Standard Oil Co. of California owns 
about 33% percent. 

Senator O’Manoney. I had forgotten that. 

Your original statement was that should the Secretary decide the 
results obtained prior to July 1, 1951, are very favorable, a request 
for a deficiency will be made. The decision certainly has not been 
they are very favorable, has it? 

Colonel Kotick. We have not discovered any more oil than we had 
at that time. 

But in the opinion of the Secretary and his advisers, they in- 
doubtedly consider there was sufficient justification for going ahead 

Senator O’Maunoney. The request is for how much? 

Colonel Koricx. There is nothing in this appropriation. 


PERSONNEL IN ALASKA 


Senator O’Manonry. What sort of a group is maintained up there 
in Alaska? 

Colonel Kotick. In the way of numbers of personnel? 

Senator O’Manoney. Yes. You have a crew of some kind or 
another, I believe. 

Colonel Kotick. Yes, sir; we have. In Fairbanks we have 2 officers 
and 11 civilians. 

Senator O’Manoney. What are they doing? 

Colonel Koricx. They are supervising the contract. Most of 
those 11 civilians are Bureau of Yards and Docks people. 

Senator O’Manonery. What contract do you refer to? 

Colonel Koricx. That is the contract that the Bureau of Yards 
and Docks has with the Arctic Contractors, a civilian organization to 
carry on the exploration program up there. 

Senator O’Manoney. Has that contract expired? 

Colonel Kotick. No, sir; it is still in effect and operating. 

Senator O’Manoney. You are still paying out funds to the contrac- 
tor? 

Colonel Kotick. Yes, sir. 

Senator O’Manonery. Under what appropriation? 

Colonel Kotick. Under the fiscal 1951 appropriation. 

Senator O’Manoney. How much unobligated money do you have? 

Colonel Koricx. We had figured as of December 31 this year, we 


/ 


will have approximately $2% million left. 

Senator O’Manonry. As of December 31, 1952? 

Colonel Kotick. 1951. 

Senator O’Manoney. You will have how much? 

Colonel Koricx. Approximately $2,500,000 left, but out of that 
must come a new contract for the Trans-Ocean Airways Co., which 
does our contract flying up there. 

Senator O’Manoney. Under what heading was that appropriated? 

Colonel Kotick. That was appropriated under NPR No. 4 last 
year, 1951. 

Senator O’Manoney. Was it made available until expended? 

Colonel Kotick. Yes, sir. 
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Out of that also must come approximately $350,000 to the United 
States Geological Survey which does our geologic work up there. So 
that would leave about $1,700,000, or $1,800,000 which we will have 
to continue the activity until we can get a deficiency appropriation. 


TYPE OF CONTRACT 


Senator O’Manoney. What sort of a contract do you have? 

Colonel Kotick. It is a cost-plus-fixed-fee contract. 

Senator O’Manoney. What is the fixed fee? 

Colonel Korrcx. I do not know. I have never attended any of 
the contract negotiations. I understand it is a very small fee, but I 
do not know. 

Senator O’Manoney. Would you be good enough to put in the 
record the general terms of this contract? 

Colonel Kotick. Yes, sir. 

Senator O’Manonery. Including, of course, the measure of the 
costs, the inspection provisions that have been made, the amount of 
the fixed fee, and the term of the contract. 

(The material referred to is as follows:) 


1, GenERAL TERMS oF Contract: NOy-13360 
Title 
Exploration of Naval Petroleum Reserve No, 4, Alaska. 
(b) Arctic contractors 


C. F. Lytle Co. of Iowa; Green Construction Co. of Iowa, and Exploration 
Contractors, Ine., of New York. 
c) Subdivisions 

(1) This involves the maintenance and operation of camp at Point Barrow, 
Umiat, and Cape Simpson and other locations to be designated by the Government, 
including construction of additional camps which may be required. 

2) Over-ice hauling to the various camps designated by the Government. 

3) Maintenance of landplane runway at Umiat. 

(4) Maintenance of emergency landing strips at Point Barrow and other strips 
within the naval petroleum reserve as designated by the Government. 

5) Continue drilling and exploration of oil wells within the naval petroleum 
reserve as designated by the Government. 

6) Gravity meter and seismograph surveys in areas within naval petroleum 
reserve as designated by the Government. 

(7) Preparation of lozistic plans for future procurement of equipment, material, 
and supplies for continuation of the program from year to year. 


(d) Type of contract 
Cost plus fixed fee. 
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2. MEASURE OF THE CosTs 


A. MONEY APPROPRIATED FOR EXPLORATION OF NAVAL PETROLEUM 
RESERVE NO. 4 








Appropriation | Amount Total 


1760307. Operation and conservation of naval petroleum reserves, 1946 
neil | 
10318 Naval Petroleum Reserve No. 4, 1947-52._.....................| 26, 278, 647.2 
11318 
21318 ————————| $27, 243, 647. x 


B. MONEY PAID TO CONTRACTOR FROM OTHER APPROPRIATIONS WHICH 
ENTERED INTO CALCULATION OF FEE 


1770817. Research, Navy, 1947_._---- ee a Sal $50, 000. 00 
1780817. Research, Navy, 1948. _- . 146, 202. 25 | 
1790317. Research, ery, 1949 seeeapaed sti dnkaeete sidie 47, 500.00 | 
1701317. Research, Navy, 1950 Gon : 76, 544. 00 
17X1317.10. Research, Nav wo. ; i : Sa awes 30, 000. 00 | 
a a! $350, 246. 25 
1701502.004. Aircraft and facilities, Navy, 1950_- 10, 000. 00 | 
1711502.10. Aircraft and facilities, Navy, 1951--.__-- cevy eas | 20, 000. 00 | 
——— - 20, 000. 00 
1771201. Maintenance, Bureau of Yards and Docks, 1947 a | 50, 000. 00 | 
1781201. Maintenance, Bureau of Yards and Docks, 1948 Crnsel 33, 000. 00 
1791201. Maintenance, Bureau of Yards and Docks, 1949 159, 200. 00 
1701201. Maintenance, Bureau of Yards and Docks, 1950 < 128, 195. 00 
1711201.54. Maintenance, Bureau of Yards and Docks, 1951. as 100, 000. 00 


bs cbbaleaadeindeadareeed 470, 395. 00 


17X 1888. Naval working fund (funds from other departments and agen | 
cies) ‘ > : 1, 696, 863.15 | 1, 696, 863. 15 


1780702. Ordnance and facilities, 1948 ; oe = | 20, 000. 00 | 
1701702. Ordnance and facilities, 1950 20, 000. 00 
1711702.10. Ordnance and facilities, 1951 ; ‘ 10, 000. 00 | 
. -—— — 50, 000. 00 
17X0300. Naval —y fund 88, 500. 00. | 88, 500. 00 
17X1204. Public works, Navy - -- me ve 480, 000.00 | 480, 000. 0 
Total, funds allotted, NOy-13360 : i _..---| 30,399, 651. 66 
Total Government-furnished materials on NOy- ER ccnkslaeksow get | +11, 769, 566. 00 
| 
Grand total_-.....--- pitiivcll. dinsbewiecuccite ks histiweabaantess “42, 169, 217 66 


3. INSPECTION 


Bureau of Yards and Docks have set up Navy inspection and contract super- 
vision offices at Fairbanks, Point Barrow, and Seattle, as follows: 


| 





Office | Officers | Civilians, ‘Total 
(a) Fairbanks ‘ = 3 2) 11 1 
(6) Barrow ; _ eo .-| 3! 4 7 
(c) Seattle (procurement only) 1 Pp 2 
Total _.- ; 6 | 17 233 


DETAIL OF ABOVE 
(a) Fairbanks: 
1 CDR USN—Officer in charge 


1 LT USN—Administrative assistant 

1 GS-13—Technical adviser on drilling operations 
1 GS-12—Navy accountant 

1 GS-9—Assistant Navy accountant 

1 GS-6—Commercial cost accountant 

1 GS—5—Property and supply clerk 

1 GS—4—Fiscal and accounting clerk 

1 GS-4—Fiscal and accounting clerk (payroll) 
1 GS-4—Chief file clerk 

1 GS—4—Clerk-stenographer 

2 GS-3’s—Assistant file clerks 
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CDR USN—Resident officer in charge 


YR USN—Air adviser and inspector of aircraft 
‘JG USN—Administrative assistant to resident officer in charge 
—11—Inspector 
-Administrative assistant. 
7—Commercial cost accountant 
~4—Clerk-stenographer 
(¢c) 
USN—Resident officer in charge (procurement) 
s~9—Administrative assistant 
-3—Clerk-stenographer 


4. Fixep FEE 


In November of each year the principals of Arctic Contractors and Chief, 
Bureau of Yards and Docks confer together for the purpose of determining the 
amount of the fixed fee for the current fiscal year. This is based upon the esti- 
mated expenditures of the annual program as determined by the operating com- 
mittee set up by the Secretary of the Navy to recommend plans and programs for 
NPR 4. 

The amount of fee paid to June 1, 1951, including fee on work performed for 
other Government agencies (see 2b above) and on handling of Government- 
furnished equipment and materials is $1,557,546.00 or an average of 3.7 percent on 
total funds allotted. 

5. TERMINATION OF CONTRACT 

Government may terminate contract for interests of Government by notice in 
writing from Chief, Bureau of Yards and Docks, effective upon date specified in 
notice. 

Colonel Kotick. The contract is of the type termed a cost-plus, 
fixed-fee contract. The term of a contract is for 60 days after the 
Navy decides to quit it. The Navy cannot quit the contract until 
60 days. 

The contractor Maintains an organization and camps and equip- 
ment to drill the wells which the Navy desires to be drilled. 

Senator O’Manonry. When can he quit? Suppose you check up 
on that contract and let us have a summary of the terms of the con- 
tract, because under this statement you make you will continue to 
operate under the contract. 

I would like to know also whether that contract was granted by a 
negotiation or by competitive bidding. 

Colonel Koricx. The contract was formed before I came into the 
organization, but my understanding is it was negotiated with a 
group which they considered to be competent to do the job. 

Senator O’Manoney. Let us have a specific report on that for the 
record, please. 

Colonel Kotick. Yes, sir. 


COMPETITIVE OR NEGOTIATED CONTRACT 


Contract was granted by negotiation with selected firm considered to be most 
capable of performing the work in the unique environment of the Arctic. 


AMOUNTS TO BE EXPENDED 


The maximum annual exploration program of which the present organization 
is capable calls for an expenditure of from 8 to 10 million dollars per year. The 
modified program of fiscal 1952 is estimated at the present time to involve about 
six and one-half million dollars, with the maximum effort thereafter. 
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Senator O’Manoney. And an estimate of the amount of mo; ey 
that will be expended under that contract if you continue to opera. 


PROBABLE DEFICIENCY 


The appropriation bill makes the money available that has already 
been appropriated until June 31, 1952. In your statement you 
indicate that you may ask for a supplemental or a deficiency. So 
please let us know why such a supplemental would be necessary wit); 
the substantial amount left over. 

Colonel Korick. It is not a substantial amount. I indicated 
would have about $1% million left over after we negotiated a contract 
with the airline and the United States Geological Survey as of Decem- 
ber 31, 1951. 

It is going to cost us about $6 million up there next year for a limite d 
program. In order to carry on there we have to have more money 

Senator O’Manongy. Who is the director of this operation? 


CONTINUATION OF PETROLEUM RESERVES PROGRAM 


Colonel Kotick. Capt. R. H. Mead who has succeeded Commodore 
Greenman on December 1, 1950. 

Senator O’Manoney. Commodore Greenman appeared before the 
Interior Committee on several occasions and the Petroleum Com- 
mittee, to testify on this enterprise up there. 

Colonel Koricx. Yes, sir. 

Senator O’Manoney. Do you know what Captain Mead’s § opinion 
is with respect to the desirability and proceeding with this reserve’ 

Colonel Koricx. Yes, sir; he thinks it should go ahead on a year- 
to-vear basis. 

Senator O’Manoney. It is definite it will not use more than 1,000 
tons of steel? 

Colonel Kotick. No, sir; that is not definite at all. That is our 
experience factor with the number of wells we have been drilling, the 
size of the organization, and our capacity to transport materials over 
the tundra during the wintertime. 

Our annual shipments of steel have averaged about 1,000 tons 
during the past 3 years at our maximum rate of exploration. 

Senator O’Manoney. Let me say before you incur any deficiency 
I think it would be very well in the event a decision is made to pro- 
ceed at a more rapid rate of development that a showing should 
made to the Appropriations Committee before any obligations are 
incurred. : 

Colonel Koricx. I am sure they will do that. It has not been 
their practice to incur obligations beyond their capacity. 

Senator O’Manonry. You may proceed, sir. 











DEPTH OF DRILLING 


Senator Toye. Before we leave that subject, about how deep is the 
oil deposit? How deep do you have to sink those wells? 

Colonel Koricx. The oil we have found has been very shallow. — In 
this Umiat structure it exists from 250 to 800 feet below the surface. 

In another area up near Cape Simpson where these large seepages 








HN) 


Le 
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occur, we have a couple of small wells of 300 feet depth. All of the 
deeper wells we have drilled have not uncovered anything so far. 
Senator Tuyg. Any deposits? 
A Colonel Koricx. That is right. We have drilled one well to 11,000 
4 feet, 11,873. We did not get any oil at all in that one. That is the 
& deepest one we have drilled. 
Senator O’Manoney. You may proceed, Colonel, with your state- 
ment. 













WORK WITH 





BUREAU OF MINES ON SHALE RESEARCH 



















Colonel Koricx. The Navy is actively cooperating with the Bureau 
of Mines on that Bureau’s research regarding the potentialities of oil 
EB shale as a source of petroleum. 

Be Senator O’Manoney. In what way are you cooperating? 

Colonel Koricx. Not financially, but only through an arrangement 
with the Bureau of Mines whereby they move on to the Navy’s 
property, dig their mine, set up their pilot plant, and use the Navy’s 
shale. We have not cooperated financially, except to the extent of 
about $144,000 2 years ago which we gave to the Bureau of Mines 








: for the drilling of a number of core holes for the purpose of estimating 
i the amount of oil contained in the shale on Navy’s lands. 

B Senator O’Maunoney. I take a great deal of satisfaction in the 
E successful experimentation there because I introduced the bill that 


; authorized that synthetic fuel operation. 
: Colonel Korick. I think the Bureau of Mines has learned a great 
deal about it and has done a very fine job there. 
















INCOME FROM NAVAL RESERVES 





From fiscal year 1916 through fiscal year 1950, the total income 
from all sources from the naval petroleum reserves was approximately 
$90 million. During the same period expenditures amounted to 
approximately $60 million. 

lt may, therefore, be pointed out that after exploring and develop- 
ing Naval Petroleum Reserve No. 1 to its present potential and 
having proven a reserve of approximately 700 million barrels of oil 
in this field, and having carried out the Alaskan exploration program 
and administration of the other reserves, the total income figure ex- 
ceeds all capital and noncapital expenditures made to date by approx- 
imately $30 million. 

Senator O’Manoney. That is not enough to pay for the Alaskan 
enterprise? 

Colonel Kortcx. That includes that. 

Senator O’Maunoney. | thought it was Reserve No. 1. 

Colonel Kotick. Should Naval Petroleum Reserve No. 1 (Elk 
Hills) be put on full production pursuant to a joint resolution of 
Congress at 80,000 barrels per day—50,000 from Shallow zone and 
30,000 from Stevens zone—the Government’s share thereof would 
aggregate 44,856 barrels daily from the Shallow zone having a present 
value of $2.13 per barrel, and 23,793 barrels daily from the Stevens 
zone having a present value of $2.70 per barrel. 

The total daily income from this production would then aggregate 


od 


$95,543 from the Shallow zone and $64,241 from the Stevens zone oil 
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or in all $159,784. This sum would total $58,321,160 for oil alone 
which with additional income from sale of gasoline would bring the 
total revenues to a sum in excess of $60 million annually. 

Senator O’Manoney. That is a pretty good figure. I take it that 
drilling is carried on, that production by contract with some petroleum 
company is carried on? 

Colonel Koricx. The Standard Oil Co. is the operator of the Elk 
Hills field. 

Senator O’Manonery. That is Standard Oil of California? 

Colonel Koricx. Yes. They contract with local drilling organiza- 
tions to drill the wells that are being drilled there now. We are drilling 
eight wells, eight strings of tools going. 

Senator O’Manonry. What is done with this income? 

Colonel Koricx. It all goes into the Treasury. 

Senator O’Manonry. I was not sure what the law provided. 

Colonel Koricx. We get none of it back. 

Senator O’Manoney. You have to get appropriations for all ex- 
penditures which are made? 

Colonel Kotick. Yes. 

Senator O’Maunonery. To date this has amounted to more than all 
the capital and noncapital cost of the petroleum explorations and 
developments of the Navy? 


SUMMARY OF APPROPRIATION REQUEST 


Colonel Kotick. By approximately $30 million. 

Summing up the foregoing, it will be noted that there has been a 
shift of emphasis to areas where development in reserves in the con- 
tinental United States can be expected to produce results of value if a 
major war should come. It has been possible to plan this result and 
ask for less money than was appropriated for the current fiscal year. 

Senator O’Manoney. I am not quite sure that I understand you. 
The 1951 estimate, according to the justification if I am looking at 
the right page, was only $4 million. 

Colonel Koricx. That was less NPR No. 4. Our total for 1951 
was $15 million, including $11 million for NPR No. 4. 

Senator O’Manoney. Where does that appear on our justification? 

Colonel Kotick. That does not appear on this justification, sir. 
This justification leaves out NPR 4. 

He has only included in the analysis by activity the other reserves, 
reserves other than NPR 4. 

Senator O’Manonry. Where is NPR 4? That is in Alaska, is it not? 

Colonel Koricx. Yes, sir; that is not included in the budget 
this vear. 

Senator O’Manoney. That explains it. For 1950 the obligations 
were $9,463,752 

For 1951 the total was $4 million because there was no appropriation 
for the Alaska reserve. 

” Colonel Koricx. There was an appropriation in 1951, but it was 
not included here. 

Senator O’Manonry. Why is it not included here? 

Colonel Koricx. The NPR No. 4 is a separate appropriation. 

Senator QO’ Manonsy. It was carried under a different paragraph 
of the bill. That is clear. 
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With respect to NPR 3, you say the drilling of two exploratory 
wells to explore the deeper horizons is contemplated in this appro- 
priation. You are asking for $300,000. How do you plan to pro- 
ceed with that? 

Colonel Kotick. We plan to let contracts for the drilling of these 
two wells. 

Senator O’Mauoney. At public bidding? 

Colonel Koricx. Yes, sir. We already have the specifications 
drawn up and the plans laid for letting the bids. 

Senator O’Manoney. The specifications are drawn, you say? 

Colonel Kotick. Yes, sir. 

Senitor O’Manoney.: You will act after the authority of the ap- 
propriations is granted? 

Colonel Kotick. That is right. 


BASIC AUTHORITY FOR DRILLING 


Senator O’Manonry. What is your basic authority to drill these 
two wells? 

Colonel Kotick. The basic authority is contained in the law which 
permits the Secretary of the Navy to take custody of the reserves; 
to explore, prospect, conserve, use, develop and operate the reserves. 

Senator O’Manonry. These are in a sense offset wells? 

Colonel Kotick. No, sir; that is something we do not want to get 
into. There are wells being drilled around the southern boundaries 
of Teapot Dome at the present time. Some of them have been fairly 
successful, but they are not located closer than a half mile to the 
boundaries of the reserve. 

We would prefer they stay away from the boundaries because we do 
not want to offset them. That simply means competition. 

We want to drill these two wells in Teapot Dome so as to be able 
to evaluate the deeper horizons and make a decision as to whether the 
Navy should go ahead and develop the property, or not. 

At the present time we realize there are possibilities of the deeper 
oil, but we do not know how much. 

The purpose of drilling these two wells is to find out whether there is 
deeper oil under the Teapot Dome properties. 

Senator O’Manonry. What are the deeper horizons you want to 
test? 

Colonel Koricx. I have some pictures here which I think may il- 
lustrate that, sir. ° 

RESERVE AREAS 


Senator O’Manoney. I would like to have my colleague look at 
these pictures of Wyoming oil. 

Colonel Koricx. This is a general small-scale picture of the area. 
Here is Casper, Wyo. Here is the Salt Creek oil field. This is in 
yellow and it is the Teapot Dome Reserve. It constitutes about 9,000 
acres. 

This area down here represents the wells which have been drilled 
adjacent to the boundaries. I can show you that on a blown-up map 
of this southern portion. 

Here is the southern portion of the reserve. The reserve is in gray. 
The blue is the Brinkerhoff Drilling Co. The red is Trigood Oil Co., 
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and this buff is Amerada Petroleum Co. They have unitized an areca 
down there called Sage Spring Creek unit. 

Senator O’Manonry. Amerada has a pretty good record of ex- 
ploration. 

Colonel Koricx. They are the ones that have just brought in a ney 
well in North Dakota. So that you can see here this well is just a 
little less than half a mile from our reserve boundaries. 

This well down here on the chart is about three-quarters of a mile 
from our reserve boundaries. 

Senator KNowianpb. They are all producing now? 

Colonel Koricx. Except this one here which was an abandoned 
well. They got very tight sand. Those wells came in initially from 
200 to 500 barrels a day. 

The Dakota sand is at about 5,000 feet. 

Senator O’Manonry. Can you tell me what horizons you are 
planning to test there? 

Colonel Kotick. I want to show you this cross section through 
Teapot Dome. This represents Salt Creek field here. Here is the 
Teapot Dome area. This is the Amerada-Sage Spring Creek. 


. 


PROSPECTS IN OIL-BEARING SANDS 


The Second Wall Creek sand is the upper oil sand which extends all 
the way through the Salt Creek and Teapot Dome area and was found 
to contain a large amount of gas rather than oil in Teapot. 

In the Salt Creek field they also produce from the Dakota sand. 
This is the third Sun Dance sand and the Tensleep sand here. Down 
here in the Amerada they produce from the Dakota sand only, the 
green section being water. 

In the Brinkerhoff area just adjacent to the boundaries of the re- 
serve, they produce from the Dakota sand, the second Wall Creek sand 
being water and the sands below that being unknown. They had not 
drilled down there yet. 

Senator O’Manoney. What is this sand here? 

Colonel Kovick. This is the second Wall Creek sand. 

Senator O’Manonrey. That is water down here on Amerada and 
Sage Creek, and it is water in Teapot Dome? 

Colonel Koricx. No; it is gas in Teapot Dome with an oil ring 
around the edges. That is the shallow sand that Mr. Sinclair found 
to be mostly gas. Down here it is water. 

The Brinkerhoff well drilled through it. 

We proposed to test clear to granite and find out if we have oil in 
the Dakota. 

Senator O’Manonrey. What is this? 

Colonel Koricx. That is the Tensleep. This is the third Sun 
Dance. 

Senator O’Manoney. You are taking the Dakota, the Sun Dance 
and the Tensleep? 

Colonel Korvick. Yes, sir. I do not rule out the Madison limestone, 
nor do I rule out the Deadwood because both of those formations 
have been found to be productive in other fields. 

Although the cards are stacked against them in this field, yet there 
is a possibility. 

Senator O’Manonry. What sand do you call those? 
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Colonel Koticx. The Madison limestone down here, and the 
Deadwood formation which occurs right on top of the granite. 

In my opinion, there are five major horizons for exploration there 
below the known Second Wall Creek. 

Senator O’Manonry. Your estimate is $300,000. What can you 
do with that? ? 

Colonel Kotick. We can drill two wells if we are luc ky. 

Senator KNowLanp. How deep? 

Colonel Kotick. This well will be 6,750 feet deep on top of the 

trueture to the eranite. The other well is going to be about in here 
on the chart. [Indicating.] 

We propose to carry it down to this depth through the Dakota and 
through the Third Sun Dance, but we will not go on down to granite 
because there is a possibility that the Tensleep is water down that far. 

Then to test clear to granite we propose to come up with a second 
well on top of the structure and make a complete test. We will then 
have data down the plunge and on top. 

With that data we will be able to say we should or should not go 
ahead and develop Teapot Dome. That is our hope. We may have 
to drill more wells. I do not know what the outcome is going to be. 
That is the way that we look at it now. 

Senator O’Manoney. What is this other chart? 

Colonel Koricx. This is a columnar section of the Salt Creek field 
showing the oil sands that they have encountered and the Teapot 
Dome columnar sections showing the Second Wall Creek, the only 
one through which we have drilled. 

Senator O’Manonry. A pioneer woman of Wyoming died the 
other day at 99 or 100 years of age, Mary Iba. She and her husband 
were the original locators of the Salt Creek field. 

Colonel Koricx. That is one of the oldest fields in Wyoming. 

Senator O’Manoney. The first discoveries were made in_ the 
Shannon sand just north of Salt Creek field. A Pennsylvania oper- 
ator came out there and drilled. 

Colonel Kotick. | believe this was the area, here on the chart. 

Senator O’Manonry. That was very shallow. 

Colonel Kotick. We do not know whether we have substantial 
amounts of oil under Teapot Dome or not. 1 personally think we have 
quite a lot under there. It will depend to a certain extent upon 
sedimentation. 

The Dakota sandstone is thinning as you go from south to north. 
lt is present up on top of Salt C reek and down south in the Amerada 
area. 

| am certain that it will be present on Teapot Dome. Whether 
it will be tight and permeable or not is something we cannot tell 
until we dri) down. 

If it is, 1 think we have got quite a bit of oil there. 

Senator O’Manoney. | certainly think it is worth a test with all 
this deep drilling that is going on throughout Wyoming now with 
very suecessful results. Of course, the drilling of ‘the Amerada Co. 
ip in the Williston Basin in North Dakota is like ‘ly to open a com- 
pletely new field. 

You intend to establish an office in Wyoming? 

Colonel Koricx. We have already establishe d an office in W yoming. 
lt is nothing more than a skeleton office. 
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Senator O’Manoney. Of what does it consist now? 

Colonel Koricx. It consists of one naval commander and one 
stenographer. 

Senator O’Manonry. Who is that officer that is there now? 

Colonel Koricx. His name is Commander Scofield. He is located 
in the post-office building in Casper. 

Senator O’Mauonery. I think that completes your presentation, 
does it not, Colonel? 


ITEMS COVERED IN FUNDS REQUEST 


Colonel Kotick. There are additional details in regard to NPR 
No. 1, which probably should be brought out. 

The request there is for $11,500,000. That includes the drilling of 
101 wells for a cost of $5,150,900, the construction of a new gasoline 
plant and gathering lines for a cost of $5,500,000, and the operation 
of NPR No. 1 for $850,000, making a total of $11,500,000. 

Senator O’Manoney. How deep is the Stevens zone? 

Colonel Korick. It is approximately 6,500 feet. The average is 
about 6,500 feet. 

Senator O’Manoney. There is so much interest in oil that I think 
T will incorporate into the record, if there is no objection, the complete 
justification for this naval petroleum reserve budget. 

(The justification referred to is as follows:) 


OPERATION AND CONSERVATION OF NAVAL PETROLEUM RESERVES 
PURPOSE OF APPROPRIATION 


The general purpose of the appropriation, “Operation and conservation of 
naval petroleum reserves” is to enable the Secretary of the Navy to carry out 
the provisions of law requiring him to explore, prospect, conserve, develop, use, and 
operate the naval petroleum and oil-shale reserves for naval purposes. 


DESCRIPTION OF APPROPRIATION CONTENT 


Funds are provided herein for continuing the program for exploration, con- 
servation, development, and operation of the naval petroleum reserves, for 
allocation to the United States Geological Survey to pay for that agency’s lease 
supervision in Naval Petroleum Reserve No. 2, for employment of expert con- 
sultants on petroleum technical matters and for field-office maintenance and 
necessary civilian and military travel. 


SIGNIFICANT FEATURES OF THE ESTIMATE 


The statutory authority under which the Secretary of the Navy may request 
funds for the naval petroleum and oil-shale reserves is set forth in the act approved 
June 4, 1920, as amended (34 U. 8. C. 524) directing him ‘‘to explore, prospect, 
conserve, develop, use and operate’’ the reserves for naval purposes. 

During the fiscal year 1952, Naval Petroleum Reserve No. 1 (Elk Hills) will 
continue to be developed to increase the potential capacity of the reserve at a 
maximum rate consistent with the availability of critical materials and good busi- 
ness practice. Specifically, this will include: 

(a) The continuation of the drilling of readiness wells in the Stevens zone 
to an average over-al] 80-acre spacing, and to a lesser spacing in the most 
prolific areas. 

(6) The drilling of additional wells in the shallow zone. 

(c) Construction of a natural gasoline plant and all necessary gathering lines 
and collateral facilities, to permit handling ail production without undue 
waste, in the event it is necessary to operate the reserve at a rate approaching 
its capacity. ; 

In preparing this budgetary request for fiscal year 1952, it is necessary to make 
the assumption that Naval Petroleum Reserve No. 1 (Elk Hills) will not be 
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placed on full production during fiscal year 1952, but will be ready to start pro- 
ducing on reasonable notice, if and when authorized by the Congress. 

For some time, Naval Petroleum Reserve No. 3 (Teapot Dome) has been com- 
pletely inactivated. However, two factors of considerable importance have 
recently occurred: first, the declaration of national emergency, which in itself 
requires that our naval petroleum reserves be kept in a maximum state of readi- 
ness; and second, the success of several wildcat wells drilled south of the reserve. 
These factors support a decision to resume active interest in this reserve to the 
extent of appointing an inspector, naval petroleum reserves, with office at Casper, 
Wvo., and drilling two exploratory wells to explore the deeper horizons found 
productive by adjacent operators. 


Synopsis of estimate 
Obligation, 1950__------- $9, 463, 752 
Estimate, 1951: Presently available 4, 000, 000 
Estimate, 1952------- 11, 908, 000 


Analysis by activity 


1951 estimate 
1950 - 1952 


Activity : 
’ obligations estimate 


Presently eke 
available Potal 


Wield adustninivation.........5......-2...... $106, 732 $107, 000 $107, 000 $108, 000 
Naval Petroleum Reserve No. 1_........-- 9, 323,700 | 3,893,000 | 3,893,000 | 11, 500, 000 
Naval Petroleum Reserve No. 3__---- hs aoa 13, 320 : pean 300, 000 
Naval oil-shale reserves Cisucoumanses te 20, 000 


Total obligations. .- a aida 9, 463, 752 4, 000, 000 4, 000, 000 11, 908, 000 


Budget activity—Field administration 


1950 obli- Presently " 1952 esti- 


rograms or subactivities : 
Progra , : gations available | mates 


Inspection “ ‘ $57, 264 $57, 000 $57, 000 $56, 000 
Employment of expert consultants 20, 000 20, 000 20, 000 20, 000 
Allocation to U. S. Geological Survey for lease super- 

vision of Naval Petroleum Reserve No. 2 and 

custodianship of Naval Petroleum Reserve No. 3 | 29, 468 30, 000 30, 000 32, 000 


106, 732 107, 000 107, 000 108, 000 


Program—ins pection 
1950 obligations...........-...- poet ‘ owe wine ee ee 
SOO A ORTETIMNE . 8 ee ee ‘ : Ce : = , 000 
Toa RI. omen eas ES Feo eae 56, 000 


Description of program content 

Funds are provided in this program for maintaining the office of the inspector, 
naval petroleum reserves in California, who is the field representative of the Di- 
rector, and for the reestablishment of the office of inspector at Casper, Wyo., for 
Naval Petroleum Reserve No. 3 and naval-oil-shale reserves who will act in the 
same capacity as the inspector in California. All officer and civilian travel both 
in the field and from the Director’s office is included in this program. 


Basis and justification for funds requested 

Of the funds requested, $36,000 is for the inspector’s office in California and is 
principally for personal services. Personal service obligations incurred in this 
office have been reduced to a minimum in relationship to workload and efficiency. 
The office of the inspector of naval petroleum reserves in California is maintained 
as Navy’s inspection office for work performed by the operator under terms of 
the unit plan contract and the operating agreement between the Navy Department 
and the Standard Oil Co. of California for the operation of Naval Petroleum 
teserve No. 1 (Elk Hills) and for supervision of the work performed by the 
United States Geological Survey in connection with operations in Naval Petroleum 


84975—51 42 
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Reserve No. 2 (Buena Vista Hills). The inspector of naval petroleum resery os 
in California is also the custodian of Navy’s property on the reserves. 

Subject to the approval of funds requested for the drilling of two explorat. 
wells on Naval Petroleum Reserve No. 3 (Teapot Dome) the sum of $10,000 
requested for the reopening of an inspector’s office at Casper, Wyo., for the p 
pose of supervising the drilling of these wells and to maintain close liaison \ 
the Bureau of Mines’ activity on the naval oil-shale reserves at. Rifle, Colo. 1) 
funds requested for this purpose are based on the use of one officer with minim) 
office and clerical facilities. 

The request for $10,000 for travel expenses is made on the basis of accelerat: 
activity in the field and past expenses for travel necessary for the effective ai- 
ministration of the naval petroleum reserves. 


Program—Employment of expert consultants 
1950 obligations pee me SGU Cheese el oe ee RR. O00 
1951 estimates__-_-__- se aD asi Dl molar Stace tae, O00 
19052 estimates... ...........- aes en ahdtis nila: oie etd joi tiene hia rg hk De ae 20, 000 


Description of program content 

This designated program includes the services of the firms of DeGolyer & 
MacNaughton, Inc., of Dallas, Tex., and Stanley & Stolz of Los Angeles, Calif.. 
as expert consultants to the Director. 


Basis and justification for funds requested 

Of the funds requested, $14,000 is for the firm of DeGolyer & MacNaughton, and 
$6,000 for Stanley & Stolz. Expert consultants are necessary in order that 1 
Secretary and Director may have available the best possible independent advice 
on the complicated technical problems which arise so frequently in carrying out 
the provisions of law relating to the naval petroleum reserves, 


it 


Program— Allocation to U.S. Geological Survey for lease supervision of Naval Petroleum 
Reserve No. 2, and custodianship of Naval Petroleum Reserve No. 3 


1950 obligations___—_- Sera, She ca aie $29, 468 
1951 estimates __ t, ote rae Lay : a Cee GOO 
ee TE oo 8 oh eee, Je 32, 000 


Description of program content 
Funds are provided in this program for allocation to the United States Geological! 
Survey for functions described below. 


Basis and justification for funds requested 

The United States Geological Survey will, with funds allocated from thi 
activity, perform the following functions: First, under the inspector of nava 
petroleum reserves in California supervise lease operations in Naval Petroleu 
Reserve No. 2 which includes checking and computation of royalty due thx 
United States and inspection of the leases to determine the efficiency of operations 
thereon. Second, the custody of Navy’s land and improvements in Naval Petr 
leum Reserve No. 3 including periodic pressure checks on the shut-in wells, Third, 
rendering such special engineering and geological reports and advice as may ly 
requested. 

The funds requested for allocation to the United States Geological Survey ar 
principally for personal services and represent the most economic utilization of 
facilities available to perform this phase of the work in the naval petroleun 
reserves, 

Budget activity—Naval Petroleum Reserve No. 1 


1951 
1950 obliga- estimate | 1952 
*rograms or subhactivities . ” : 
Programs or subactivitic tions | presently | estimates 


available 
Exploration and development $8, 843,700 | $3, 414, 000 $10, 650, 00 
Operation beh atc oaks 480, 000 | 479, 000 850, 000 


A Nn ta sna atic 4s bate, cielo areal ass es 9 323, 700 | 3, 893, 000 11, 500, O10 





DEPARTMENT OF DEFENSE APPROPRIATIONS, 1952 657 
. 
Program—Exploration and development 
1950 obligations ; Jccccu, Gy ee TOO 
1051 estimates 3, 414, 000 
1952 estimates 10, 650, 000 


Description of program content 


Funds are provided herein for carrying out the program for exploration and 
development of Naval Petroleum Reserve No. 1 (Elk Hills), California. At the 
request of the Armed Services Committee, a program for complete development 
of the field was begun in fiscal year 1949 and at the present rate of drilling ap- 
proximately 240 additional wells (together with necessary surface facilities) will 
have been drilled by the end of fiscal year 1952 adding over 30,000 barrels per 
day capacity to the reserve and bringing the field to a state of readiness to pro- 
duce approximately 80,000 barrels per day over a 5-year period at maximum 
efficient rates of production. 


Basis and justification for funds requested 


Of the funds requested for this program, $4,000,000 is for the construction of 
a natural gasoline plant and $1,500,000 for the necessary gathering lines thereto. 
It is essential that this plant and gathering facilities be available to handle the 
natural gas made available from the Stevens zone to avoid a serious waste of 
vas, natural gasoline, and other important byproducts. It is estimated that the 
value of the natural gasoline and byproducts processed by the plant on the basis 
of full production of 30,000 barrels per day from the Stevens zone would amount 
to approximately $2,000,000 a year. This plant is designed to process 50,000,000 
cubic feet of wet gas per day and to provide facilities for injecting the dry gas 
into the shallow and Stevens zones for reservoir pressure maintenance. The 
estimate of cost was prepared by the Standard Oil Co. of California as operator 
of the field and reviewed by this office. 

The remaining sum of $5,150,000 is requested for the drilling of 54 wells in the 
Stevens zone and 47 wells in the shallow zone. ‘As of July 1, 1950, the sum of 
$5,750,000 remained of prior years appropriations obligated for this program 
due to delays in 1949 incident to a steel shortage and a slow-down in 1951 to 
allow engineers to reevaluate the drilling program. Consequently, the sum of 
$3,414,000 appropriated in fiscal year 1951 represents less than a full year’s 
program requirements. As of June 30, 1951, it is estimated that an obligated 

uance of $3,000,000 will remain for the program. ‘The total sum required in 
fiscal year 1952 is $8,150,000. Deducting the obligated balance of $3,000,000, 
he sum of $5,150,000 is being requested. 


Program—O peration 
1950 obligations as : _... $480, 000 
1951 estimates - - -- i ete ._. 479, 000 


1Q59 


52 estimates_ _____~ $y We 3h _ 850, 000 


Description of program content 


Under the program, funds are requested for the operation and maintenance of 
Naval Petroleum Reserve No. 1 (Elk Hills), California. To have the field in a 
state of constant readiness to produce its maximum in a period of national emer- 
gency, it is necessary to produce certain minimum quantities of oil and gas for 
tests and engineering purposes and to maintain the field at its highest effective 
efficiency. 


Basis and justification for funds requested 

During the fiscal year 1951, Navy discharged the consideration flowing to Stand- 
ard for entering into the unit plan contract, and a new phase of the contract be- 
tween Navy and Standard Oil Co. of California relating to Naval Petroleum 
Reserve No. 1 became effective. Under this new phase, Navy is now receiving 
approximately 88.972 percent of the test production from the shallow oil zone 
and must, therefore, under the provisions of the contract, pay 88.972 percent of 
all production and maintenance costs. Prior to this, due to the above-mentioned 

sideration, Standard received all test production and paid all production costs 
and one-third of the maintenance costs. The Navy paid’ the remaining two- 

irds of the maintenance cost. Navy’s share of all maintenance and production 
‘osts for fiscal year 1952 is estimated at $850,000. 
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Budget activity—Naval Petroleum Reserve No, 8—program exploration 


Exploration: 
I RO iil eh cain $13, 320 
ae MRI snc eis sy nies ea eg gl ie ie ares ae Del lite 300, 000 
Program—exploration 
OI OUIROEIOOR oe oo ie ou pine See eb bas t enue ee due eee $13, 320 
a a a ae TP ete ed ca i el ee is 
Lae CE os gs cee Neda ewe bash bh side cra tle miedo eile do ein 300, 000 


Description of program content 


This item is for drilling two test wells into deeper horizons of Naval Petroleum 
Reserve No. 3 (Teapot Dome), Wyoming. 


Basis and justification of funds requested 

For some time, Naval Petroleum Reserve No. 3 (Teapot Dome) has been com- 
pletely inactivated. Success of wells drilled adjacent to our southern boundaries 
indicates production in the deeper horizons of the reserve. Knowledge of the 
potential and the development of these reserves is felt to be essential in view of 
the current national emergency. Cost of these wells is based upon similar wells 
drilled in the areas surrounding the reserve. 


1950 


Budget activity—naval oil shale reserves obligations 
Engineering report on water rights_............-------- sciiaatinsst tho lovee Rs 


No funds are requested herein for the naval oil shale reserves. 


Colonel Koricx. I would like to bring out one additional thing, 
with your permission, in relation to the new gasoline plant at Elk 
Hills. We have at the present time an old plant there about the 
vintage of 1920 or 1925. It has a maximum capacity of 20 million 
cubic feet a day from which we can recover about 1 gallon of natural 
gasoline per thousand cubic feet of natural gas. 


NEED FOR NEW PLANT 


So that if we were to go on a full-scale production basis in the event 
of an emergency, we would be producing an estimated 50 million 
cubic feet of gas a day. We would be losing about 30 million cubic 
feet of gas, plus the natural gasoline that it contains. 

So that the new plant has now a planned capacity of 50 million 
cubic feet per day from which we can recover 4 gallons per thousand 
of natural gasoline, plus LPG. 

Under that basis, assuming a full-scale production, our income from 
the new plant would be $4,380,000 per year as against $584,000 
per year from the present plant. 

Senator O’Manonry. How much would be the new production? 

Colonel Koricx. The new production from the new plant under 
full-scale production would be $4,380,000 per year from natural 
gasoline and gas; whereas, with our present plan we could only collect 
about $584,000 per year. So we feel this new plant is just completely 
justified. 

Senator O’Manonry. What will it cost? 

Colonel Kotick. $5,500,000. That is about $4 million for the 
plant, and $1,500,000 for the gathering system. 

Senator O’Manonery. On what do you base the estimate of cost? 
Have you taken into consideration the increased prices that have 
been current? 
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Colonel Koricx. Yes, sir; these estimates were made by the Stand- 

ard Oil Co. of California as operator as of about the middle of this 
year. 1 would say the spring of this vear. 
* They have been studying the design and construction of this plant 
for sometime.. These are recent estimates. We estimate that it will 
take a year to build the plant. I do not know what the increased 
price will be. There may be some increase. 

At the present time this looks like it will build the plant for us. 


PERSONNEL ON ALASKA OPERATIONS 


Senator O’Manoney. In regard to the Alaska operation, how many 
persons are in the camp? 

Colonel Koricx. There are a total of about 400 people in the 
Barrow camp, and about 600 people of the Arctic contractors doing 
work in relation to NPR 4. 

Senator O’Manoney. Thank you very much, Colonel. 

Is there anything else? 

Colonel Korick. I would like to give you these charts if you wish 
them. 

Senator O’Manoney. Thank you, sir. 

Admiral Clexton, where do we go from here? 

Admiral CLexron. That is the last appropriation, sir. We have 
now covered the entire new obligating authority of $15,071,444,000, 
which is the Navy’s request for 1952. 


CARE IN EXPENDITURES BY NAVY 


Senator O’Manonry. I asked you to present to us a little story 
about what the Navy has done with its money. Did you come 
prepared to discuss that? 

Admiral CLexron. Yes, sir. I do not think it will take very long. 

Senator O’Mauoney. All right, Admiral, will you proceed? 

Admiral CLexton. The Navy has carefully and realistically planned 
the reductions and expansions of its forces during the period from 1945 
to the present time so as to give the United States the maximum 
amount of security by maintaining the Navy and Marine Corps, 
whatever their size, ready for immediate action. 

As Admiral Sherman said in his testimony, the Navy is ready. 

At the end of World War II, the Navy had about 3,500,000 men in 
it and the Marine Corps about 485,000. The Navy was at that time 
operating about 8,000 ships. 


POSTWAR REDUCTIONS 


During the year 1946, the Navy reduced to about 978,000 men, and 
the Marine Corps to 156,000 men. 

In 1947 there were about 500,000 men in the Navy and 93,000 men 
in the Marine Corps, with the attendant reductions in ships of from 
8,200 at the end of the war to 876 in 1947. 

During this postwar period the Navy was storing away its ships 
and aircraft in moth balls, releasing its men from service and using 
up its reserves. 

In 1948 the Navy was then at about 400,000 men, and the Marine 
Corps at 85,000 men 
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Senator O’Manonry. When you speak of using up reserves, of 
course, you mean stocks. What type of stocks were you using? 

Admiral CLexton. We were using up our ammunition, our ‘she IIs. 
our soft goods, you might call them, which are the type ‘of material 
in the stock fund. 

We were also selling that material to the civilian economy and 
getting the cash back into the stock fund, which was then used {o; 
appropriations to the Navy. 

As I recall, there was almost $600 million removed from the stock 
fund by that process, wherein the material was sold and the money 
was then used by the Congress in lieu of appropriation of new money 

Senator O’Manoney. What is the rate of consumption of ammuni- 
tion during that period? 

Admiral CLexton. Ammunition consumption for a year, of the 
average Navy we have had since 1948, would run about. $150 million 
to $200 million a year. 

Senator O’Manoney. That is in target practice, is it? 

Admiral CLexron. That is in target- -practice training; yes, sir. 

Senator O’Manoney. And that has to be kept up continuously, 
does it not? 

Admiral CLiexton. That has to be kept up continuously if the per- 
sonnel aboard the ships are to be trained to use it in case of war. 

Senator O’Manonry. How many ships were in operation in 1948? 

Admiral CLexron. In 1948 the Navy was down to 752 ships and | 
believe I indicated that about 415,000 men were in the Navy and the 
Marine Corps had about 85,000 men. 

I would like to go into more detail on 1948, 1949, 1950, and 1951, 
because those are the y rears concerning which I believe you requested S 
the information. 

Senator O’Mauoney. Yes. 


EXPENDITURES FOR PERSONNEL 


Admiral CLexton. Forty percent of our money went into the pay 
of military personnel in the fiscal year 1948. That is characteristi 
of a budget where you are maintaining as much force for security as 
practicable for use in case of emergency; and at the same time using 
up your reserve material and not modernizing your force. 

At the same time, in the year 1948, we were using 29 percent of our 
monéy to maintain and operate that force; that is, to cover the 
operation of the ships, the aircraft, the shore establishment, to 
overhaul the ships, overhaul the aircraft, maintain training, train the 
recruits in that year. 

Summing up, almost 70 percent of the money goes into paying the 
military people in the Navy, and operating the active forces of the 
Navy and Marine Corps during a period of that sort, 


OTHER ITEMS FOR EXPENDITURES 


Major procurement, which indicates whether you are modernizing 
the forces in that year, was only 18 percent. 

Research and development was carried on at 5.8 percent. 

The Navy has always been very strong for research and develop- 
ment, because we have so many weapons which we must keep modern, 
our ships, our aircraft, and so forth. 
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In the year 1949 the Navy was down to 710 ships and had 444,000 
officers and men, and the Marine Corps, 86,000. 

The appropriation for that year was $4,805,000,000. 

You recall in 1949 around March 17 the Navy was directed 
increase our forces and start modernizing the Navy. 

| believe it was the President’s speech on the 17th of March. <A 
ome bill was passed by the Congress, and the Navy started 
to increase its forces. 

In the fiscal year 1949 the military personnel costs were 31 percent 
of the total, maintenance and operation of the fleet, the aircraft and 
the Marine Corps was 26 percent. Major procurement, which is tbe 
indication of modernizing the equipment, was a percent as compared 
to the 18 percent it had ‘been the previous ye 

However, as you know, the world situ: ition railed and the Navy 
was again started down by a reduction in the forces of the Navy. 
In 1950 we got down to as low as 645 ships. 

Senator KNOWLAND. It is kind of a lana and famine situation. 

Admiral CLexton. Yes, sir. 

| would like to go back to ake for one example. The aircraft 
planned to be operating in the year 1949 were about 10,000 operating 
sis raft. The Navy never attained that number, due to the reversal, 
but in the fiseal year 1950 the number was cut back to 6,233 
1950 CEILING BUDGETS 
The year 1950 was a year of ceiling budgets, and our appropriation 
that year was $4,088,000,000. In 1950 we spent 36 percent of our 
money for military personnel and 30 percent for maintenance and 
operation, showing that we were going to remain ready as much as 
we could, 

sut most of our money, 66 percent of our money, was going into 
pay for the military personnel and for maintaining and operating 
the combat forces. 

Major procurement had again dropped, indicating negligible 
modernization. It was 20 percent in 1950. 

During this entire period we never permitted our research and 
deve lopment program to drop. ‘That year we had 6.3 percent of our 
money in research and development, even though we were on a ceiling 
budget. 

In the fiscal year 1951, of course, we had a regular annual appro- 
priation, which was $3,800,000,000, as I recall, plus three supple- 
mentals, which finally increased the appropriation for fiscal year 1951 
to $12,467,000,000. 







PRESENT FISCAL YEAR-END BALANCE 





At the end of fiscal 1951 we had about 735,000 military personnel 
in the Navy and about 200,000 marines. We were operating over a 
thousand ships and about 8,400 airplanes. 

Since the year just passed was one of modernizing the Navy, its 
ships, its aireraft, and of the Marine Corps, we find that of the money 
7 our budget, 12.4 percent was required for pay of military personnel, 
18 percent Se maintenance and operation of the ships and aircraft 
and the Marine Corps. 
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Thirty percent of the Navy’s money in 1951 was used in those two 
categories, whereas in the 3 years 1948, 1949, and 1950 we used as high 
as 70 percent of the money for the pay of military personnel and the 
maintenance and operation of our forces. 

The major procurement category in 1951 went up to 58 percent 
of our funds to start the modernization of our combat forces. 

Senator O’Manonry. What is your definition of major pro- 
curement? 

Admiral CLexron. Major procurement covers the procurement of 
aircraft, the building of prototype ships, and the conversion of ships. 
The procurement of combat vehicles and artillery, which consists of, 
in most cases of tanks for the Marine Corps, the purchase of ammu- 
nition, and guided missiles, the procurement of electronic and com- 
munication equipment. 


STATISTICS ON SHIPS 


Senator O’Manonry. How many ships did the Navy have in com- 
mission in 1941? 

Admiral CLexron. Nine hundred and two ships in 1941. 

Senator 0 Maunoney. How many were in commission at the peak 
of the war? 

Admiral CLexton. Eighty-two hundred. 

Senator O’Manoney. What year was that? 

Admiral CLexton. 1945. 

Senator O’Manonry. Then what was the low point after the war? 

Admiral CLexton. Six hundred and forty-five in June of 1950, just 
a year ago. 

Senator O’Manonry. How many ships went into moth balls? 

Senator KNowLanp. I might say it is an interesting coincidence 
that the low point of the Navy is the month the war broke out in 
Korea, as to the number of ships. 

Admiral CLexron. A considerable portion of this information is 
marked “‘ confidential,’ but I can give you this: 

On June 30, 1950, we had in the reserve fleet 2,214 ships, and on the 
same date we had 645 in the active fleet, so the total would be at that 
time 2,859, which means that approximately 5,300 ships were released 
in one way or another. 

Senator O’Manonry. What type of ships were they? 

Admiral CLexton. In the 8,200 ships there were 801 combatant 
ships, 618 mine craft, 1,800 patrol, 3,300 landing ships, and 1,640 
auxiliary. 

Senator KNowLanp. What do you mean when you say there were 
eight-hundred-and-some combatant ships, what do you mean? 

Admiral CLextron. Major combatant ships. That means all types 
of combatant ships. So you see the great majority of the ships which 
are no longer with us are in the patrol craft, the landing ships, and the 
auxiliaries. 

Senator O’Manonry. They were not necessarily naval vessels. 

Admiral CLexton. That is correct. 

Senator O’Manonry. What I am trying to get at is what disposition 
could be made of combatant ships. 

Admiral CLexton. Most of the combatant ships were put in moth 


balls. 
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Senator KNowLanp. Some have been used in the NATO program 
and a few have gone to South America. 

Admiral Ciexton. That is correct. Some were recently sold to 
South America and some of our ships were sold under MDAP to 
France and Italy. 

Senator KNowLAnb. A few were used as guinea pigs in Bikini and 
elsewhere. 

Admiral CLtexton. That is right; some of the old ships out there. 

Senator O’Manoney. Would you say, Admiral, that of the com- 
batant ships which we had at the height of the war we still had most 
of them except of such as were disposed of under these various pro- 
crams to North Atlantic Treaty nations and otherwise? 
~ Admiral CLexton. Yes, sir. We have almost the number of com- 
batant ships that we had during the war available now either in the 
reserve fleet or in the active fleet. 

Senator O’Manoney. So that the real strength of the Navy has 
been maintained. 

Admiral CLexton. In combatant ships, yes, either in the reserve 
or active fleets. 

The estimates for the fiscal year 1952, which we have been review- 
ing here for the past several-weeks, the total is $15,071 million. That 
will support for the fiseal year 1952 a Navy of approximately 805,000 
men and a Marine Corps of about 204,000 men. 

As you recall, the testimony by the Marine Corps shows that they 
are reducing from 204,000 down to 175,000. We indicated that, if 
operations in Korea continued, the reduction would not be carried out. 


PAY AND SUBSISTENCE 


Senator O’Manoney. The pay and subsistence of the Navy forces 
is still one of the major elements of expense. 

Admiral CLextron. Under the 1952 plan 19 percent of the funds go 
into military personnel and 22 percent into maintenance and opera- 
tion of the combat forces and their support. 

Senator O’Maunonry. That is because the amount of procurement 
is high. 

Admiral CLexton. It is again high, as in 1951. It is 48 percent. 

I have two or three charts which I believe will give you a picture 
of what we are asking for in 1952.as against 1951. 

The first chart shows that in 1951, for the military personnel cost, 
we had $2,339 million, and in 1952 for a larger force, we are requesting 
$3,073 million. 

In maintenance and operations of the forces and shore support we 
had $2,856 million in 1951 and $3,488 million for maintenance and 
operation in 1952. 


MAJOR PROCUREMENT AND PRODUCTION 


Then, as was indicated by my previous testimony, in 1951 and 1952’ 
the major procurement and production category is about 50 percent 
of the budget. In 1951 we have $5,993 million for major procurement 
and produc tion, and in 1952 $7,629 million. 

Even those amounts, as you recall from the testimony of the 
Deputy Secretary of Defense, ‘will not pay for the program of modern- 
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ization of the United States naval service. They only pay for the 
amount of production of end combat items which are going to be 
actually produced in 1952, plus the repeat order lead time for each 
individual item of equipment. That was the means of financing |)y 
which the budget was reduced from $104 billion down to $60 billion, 

The other categories of expenditures, namely research and develop. 

ment, industrial mobilization, civilian components, and so forth, seem 
insignificant in comparison. 

I would like to leave you with this thought: that when you are 
operating a navy, and maintaining as large a force as practicable for 
the protection of the country, your major expenditures are for military 
personnel and maintenance and operation. If you do not modernize 
your forces, procurement is very low. But when you want to moderp- 
ize your ships, aircraft, Marine Corps, the cost is great. 

Senator O’Manoney. That is very clear. Can you get to the next 
chart now. 

Admiral Ciexton. I have broken down the major procurement 
and production category into a chart, so you can see what kind of 
material is included. Aircraft, as you can see, is the largest program. 
Shipbuilding and conversion are next, and then combat vehicles and 
artillery. 

Senator O’Mauonry. I notice you changed the order of the columns 
here. You have the 1952 column first on this chart. 

Admiral Ciexton. That is right. 

This category of combat vehicles and artillery is where the marine 
tanks are bought. 

You can see that the ammunition and guided missiles program is 
quite large. It is $1,097 million in 1951, and $661 million in 1952. 

Senator Know anp. In that total for ships, how much of it is 
represented in carriers and how much in other vessels? 

Admiral CLexton. There is only one new carrier, as you know, in 
that program. The approximate estimate for that carrier is $218 
million. There are, however, four carrier conversions, and they cost 
about $60 million apiece, or $240 million for carrier conversions. 

Senator Know anp. Is the Navy carrying on its full Reserve flying 
program during the coming fiscal year? 

Admiral Curxton. Yes, sir. ‘The Navy and the Marine Corps 
Air Reserve programs are at about the same level for 1952 as they 
were in 1951 using world War II aircraft. 

Senator Know.Lanpb. Mr. Chairman, I have a subject to bring up at 
this time, because we will be getting to it, although it is not in the Navy 
province. 

Senator O’Manonry. Just one question about the chart first. 

Senator KNowLANpb. Yes, indeed. 

Senator O’Manonery. Let me draw your attention to the fifth and 
sixth categories. Of all the categories, those are the only two in which 
1952 expenditures are less than 1951. Why is that? 

Admiral CLexton. The category of ammunition and guided missiles 
is that way because in 1951 the supplemental appropriations started 
the missile program of the Navy, and the funds for 1952, as I have 
pointed out, as ‘far as missiles are concerned, is to kee ‘p it going; which 
requires much less money than to start it. 

Senator O’Manoney. Yes; the same is true with respect to elec- 
tronics, is it not? 
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Admiral Cuexton. Yes, sir. 

Senator O’Manoney. I think, Admiral, if you could have these 
charts reproduced with the year 1951 preceding 1952 in each case 
and have them done in black and white or cross-hatch and black, the 'v 
could be reproduced in the record to great advantage. 

Admiral Ciexron. Do you feel the charts would be better than 
this sort of document I have here? It is the same thing, a category 

table but gives the figures, just the dollars and the use. 

Senator KNow.Lanp. J think a chart would be very helpful in the 
record. 

Senator O’Manoney. The chart would be very helpful but you had 
better put in the document, too. 

Admiral Ctexton. The document is the same thing with just the 
dollar figures. It is a system developed by the Defense Department 
to high light the use of the funds in the services. It does not corre- 
spond in any way to the appropriations. You cannot refer to the 
appropriations for “Ships and facilities’ and for “Construction of 
ships” and find the charted figures, because, for example, the ammuni- 
tion for ships is found in the ammunition category. 

(The material referred to is as follows:) 
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Comparison of new obligational authority by cost category, fiscal years 1951 and 1952 


[In thousands of dollars] 


Cost category Fiscal year | Fiscal year 





1951 1952 estimate 

ey I I as de nebeanswatdhan ae aabcisiens ant?’ ae 467, 217 Fe $15, O71, 444 

Nea re ck a cnmcanien eal 2, 339, 149 bo oa 3, 073, 291 
RD Sr ee Or NN Oa. aS ddd s nahi wcpmeadiauts lauehubebu | 1, 815, 690 2, 412, 280 

(b) Subsistence : ie ins Uiediadauaidaisaaanaa de 284, 966 382, 980 


(c) Individual clothing_ “ 
(d) Transportation, permanent c he unge of station. 


140, 776 
130, 076 





| 
3 | 











(e) Other military personne] activities_.......................---- 7, 229 

I CR a ao is wenmnn cn cksee eeu neiiaaiaamion 3, 488, 416 
(a) Troops and facilities (Marine C ma daria Saas slice. aaa 207, 793 249, 964 
ee REN Se ee ree eee eS 537, 051 599, 767 

(c) Ships and facilities j Sake aebs psi + achaneeean 981, 454 | 1, 029, 958 

(d) Armor, armament, ammunition, and related facilities... __- age! 142, 449 | 191, 921 

(e) Service-wide facilities and depot supply system ced eneEe- 692, 309 | 1, 113, 189 

(f) Medical dnptellcnsliesadined diated iinet sls outta a< giacweoe tie | 120, 157 | 126, 951 

(g) Service-wide administration ._......................- et 79, 952 91, 66: 

(h) Service, finance EE Re SIO Raa ae eee PTT, | 15, 548 20, 835 

(i) Recruiting and general service-wide ‘training nic btn chara aoa 79, il | 64 168 

III. Major procurement and production costs............ ‘iced aie gles cahapliaaie | 5, 992, 871 | 7, 629, 156 
(a) Aircraft __- a tehcuheckcwes amas bicep ooo’ 2, 846, , 388 | 3, 475, 910 

(6) Ships and harbor craft scrutinise nc aes posacaas Seid die ae uni | 698, 436 1, 786, O87 

(c) Combat vehicles and artillery & se ceiaines ciate | 201, 262 | 401, 240 

CD NN a ar a lr ee te es waasiolas Kohno 181, 475 414, 08! 

(e) Ammunition and guided missiles i hte Mix 1, 097, 337 | 660, 607 

(f) Electronics and communications. .........__-- M ‘ 722, 453. | 570, 357 

(gq) Vehicles (noncombat) a ONE a aR Lidia at a se a ae 97, 885 130, 624 

(h) Special training equipment 28, 829 | 47,744 

(i) Railroad, construction, and materials handling equipment | 118, 806 | 141, 906 

IV. Acquisition and construction of real property Sexe Sdetcces rae | 470, 159 0 
(a) Continental United States chinese cients dase -| 346, 265 0 

(6) Outside continental United States pee Se | 123, 894 | 0 

Wy sae NOUN sa dad cc aA bout wipers WEE were ster ioa tare 223, 192 | 230, 267 
(a) Military personnel costs listiine tavs NGeik dans ahnnseeieetl 75, 116 | 87, 402 

(b) Operation and maintenance__--.........-.-.-. deel 131, 717 128, 761 

(c) Major procurement a eatnils Lata 16, 359 14, 104 

(d) Acquisition and construction of re al property oubieleaivaeke 0 0 

VI. Research and development__.......-...--- Vinkhcadsisawiakos enw’ .| 439, 646 519, 600 
i a i er PINEDA Pie 003 | 425, 000 
Sn weed eal 71, 643 94, 600 

VII. Industrial mobilization ae tral aa sila eka ia at 76, ‘552. 59, 002 
VIII. Establishment-wide activities___-......-.-- . padeicehhaihaanitne 69, 824 | 71, 622 
I ead on ene ae ee neal a leas tle 0 0 

. (b) Office of the Secretary of De fense ‘ dior liter aans -| 0 0 

(c) Interservice and Department-wide projects sieihal Sack ines keine 69, 824 71, 622 
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COMPARISON - WAVY OBLIGATIONAL AUTHORITY BY BUDGET CATEGORY 


(IN MILLIONS OF DOLLARS) 


7629 


ae FY 1951 
al FY 1952 


Personnel 


TABLE 1 


NAVY MAJOR PROCUREMENT OBLIGATING AUTHORITY BY SUB-CATEGORY 


(IN MILLIONS OF DOLLARS) 
3476 
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Senator O’Mauonry. Does that complete your presentati: 
Admiral? 

Admiral CLexton. I would like to say that your thorough review 
of our budget estimate is greatly appreciated by the Navy. As you 
know, our “budget is based on the plans agreed upon by the Joint 
Chiefs of Staff, the Sec retary of Defense, the National Security Coun- 
cil, and the President. It is a balanced program calculated to give 
the country the maximum security at the minimum cost. 

We will continue to secure any information which you require to aid 
you in this review. 

Senator O’Manonry. All the members of the committee are ap- 
preciative of the excellent cooperation we have had at your hands, 
Admiral, and of your staff. All of the officers and all of the witnesses 
have been ready in their responses and we are very grateful to you. 


ITEMS INCLUDED IN COSTS 


Senator KNowLanp. Do I understand from one of your last state- 
ments that, as far as aircraft cost is concerned, it is shown on the 
chart as including the aircraft plus the weapons? 

Admiral CLexton. That is right, Senator.. 

Senator KNowLaNnp. But on the ship it includes in effect the whole 
but not the guns that go on the ship, is that right? 

Admiral CLexton. It includes the guns because it is a complete 
ship, but it does not include the ammunition. The ammunition is a 
separate category. 

Senator KNowLanpb. Then the item of weapons does not deal specifi- 
cally with weapons that go on either the ships or the planes, is that 
right? 

Admiral CLextron. The weapons are procurement of guns and fire 
control to go on ships that are not in the ship programs. 

Senator KNowLanp. That clears that up. 


AIR RESERVE PROGRAM 


Senator KNowLanp. Mr. Chairman, now that the Navy testimony 
is over I want to bring to the attention of the committee an article } 
that appeared July 13 in the New York Herald Tribune, which reads 
as follows: 


Air Force officials disclosed today that all of their Reserve pilots not called to 
extended active duty will be grounded throughout the fiscal year which started 
July 1, although both the Army and Navy are expanding Reserve training pro- 
grams during the period. They said that the anomalous situation was because 
‘We just haven’t got the airplanes to build up the active air force from 48 groups 
up to 95 and still give our part-time reservists anything to fly.’ 

The Air Force said it planned to activate 30 new reserve wings throughout the 
country during the fiscal year to replace 25 reserve wings called to ‘extended 
active duty after the outbreak of the Korean War. It admitted that that would 
be largely paper organizations without any airplanes, but it was expected this 
deficiency would be remedied in the fiscal year 1952, 


It seems a little strange to me, if the article is correct—and it is 
apparently quoting Pentagon sources in the Air Foree—that we would 
have to ground our Air Reserve program. 
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Then today in the New York Times I find that a considerable group 
of our latest jet planes are being sent to some of the NATO countries. 
| have no particular objection to any sound program that is worked 
out, but I certainly do not think that we should be curtailing either 
our own Reserve programs, which may be vital to the defense of this 
country, or that we should be flying second-rate planes here while 
our latest and most expensive models are going elsewhere, for the 
reason I mentioned the other day: that they may not be available 
to us When the chips are down. I hope this committee will give some 
consideration to this problem at the proper time. 

Senator O’Manonry. You may be sure that we will go into all of 
that business. I will make some inquiry about this. 

Admiral, there are some general subjects that I want to discuss in 
due course. I have a list of them here. There is the general subject 
of price increases. That, I think, we will take up with the secretariat 
of all groups. 

As to civilian personnel, we will come to that in due course. That 
preparation is to be made. 

We pretty well covered passenger motor vehicles for the Navy; 
did we not? 

Admiral CLexton. Yes, sir, in the appropriation “Civil engineer- 
ing’ for the entire Navy. 

Senator O’Manoney. We also covered the subject of chauffeurs. 

The problem of the method of construction will be under consider- 
ation When we get appropriations for public works. 


ROTC PROGRAM 


What about naval training at universities, colleges, and the like? 
Do you have ROTC? 

Admiral CLexton. Yes, sir. The Navy does have a ROTC. 

Senator O’Manoney. How is it getting along? 

Admiral CLexton. The 52 colleges are getting along with it very 
well, 

Senator O’Manoney. Have you had any inquiries from members 
of Congress with respect to assignments to various institutions 
throughout the country? 

Admiral CLextron. | believe we have had. 

Senator O’Manoney. In other words, have you dropped some 
colleges and put others on? 

Captain Aparr. Admiral DuBose, when he testified for the Navy 
personnel, brought that out and said that various colleges had _re- 
quested that units be assigned to them, and that they interviewed and 
went into great detail as to where they would place the units. They 
attempted to place the units throughout the United States in as 
widespread a manner as possible in order to give the maximum number 
of college students a chance to take the course. 

Senator O’Manoney. Do you have any problem concerning the 
use Of military personnel for otber than military purposes? 

Admiral CLextron. The policy of the Navy is not to use military 
personnel in civilian-type billets, and Admiral Sherman personally 
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has spent a great deal of time in trying to insure that the policy js 
being carried out. 

Senator O’Manonry., Is it being carried out? 

Admiral CLexton. Yes, sir. We are actually reducing the military 
personnel in W ashington now. A survey was recently made, ani 
reductions are going forward right now. 

Senator O’Manoney. Men in the lower grades are not being used 
for service by officers; is that correct? 

Admiral CLex'ron. | don’t believe there is any of that going on, sir, 
except in the area where they are recruited, such as the steward’s 
mate rating to operate messes for bachelor officers and messes aboard 
ships. That is appropriate to their rate. 

Senator O’Manoney. That is within the military scope. I mean 
for nonmilitary service. You do not have that; do you? 

Admiral CLexton. No, sir. 

Senator O’Manoney. I think we have covered you pretty well. 

Admiral CLexton. I| think so, too, sir. 

Senator O’Manonery. It took more time than I had intended to take, 
Thank you very much, Admiral. 


NAVY PROCUREMENT PROCEDURES 


(See p, 611) 


In response to a request of the committee, the Navy Department 
has supplied the following information: 


Tue AssIsTANT SECRETARY OF THE Navy, 
Washington, July 27, 1951. 
Hon. Joseru C. O’Manoney, 
United States Senate, Washington 25, D. C. 

Dear Senator O’Manoney: In answer to your request for an outline picture 
of Navy procurement, I shall endeaver to summarize for you (i) the Navy’s 
procurement procedures, with special emphasis on our system of checks and bal- 
ances; (ii) the importance given by the Navy to the selection and training of its 
procurement personnel; and (iii) our efforts to prevent favoritism and improper 
conduct in connection with the placing of Navy contracts. 

In a word, the actual business of buying for the Navy is decentralized, subject 
to central coordination and control exercised by the Assistant Secretary throug! 
the Office of Naval Material. This decentralization of actual purchasing by th 
technical bureaus came about as the result of a very important directive issued 
by Seeretary Forrestal on December 13, 1942, a copy of which directive I attach 
for your information. From that time on it became the practice in the Nays 
Department for each individual bureau to assume purchasing responsibility for 
and to hecome trained in the various problems and techniques of contracting for 
that specialized material which was within its own particular province and which 
it best understood. Under this practice, contracting officers, negotiators, and 
technical personnel in the respective material bureaus have been given maximum 
independence of judgment and action within the framework of Navy-wide pro- 
curement directives issued by the Assistant Secretary or the Chief of Naval Ma- 
terial, and subject to assistance and review by the Office of Naval Material and 
the Assistant Secretary. 

The Secretary of the Navy has delegated to the Assistant Secretary complete 
responsibility for the “procurement, production, and disposition of material and 
facilities.”’ In this connection, the Assistant Secretary has general direction over 
the bureaus and offices of the Navy Department on matters relating to the admin- 
istration of their industrial and material support activities, and in particular 
has immediate supervision of the Office of Naval Material. As you know, the 
Office of Naval Material was established in March of 1948 pursuant to Public 
Law 432 of the EKightieth Congress. That act gave congressional sanction to the 
Office of Naval Material, and its predecessors the Material Division and the 
Office of Procurement and Material, which had previously existed under Execu- 
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tive Order 9635, dated September 29, 1945, and under earlier Navy general orders 
and directives. Section 9 of Public Law 432 provides that— 

“The Chief of Naval Material, under the direction of the Secretary of the 
Navy, shall determine the procurement and production policies and methods 
to be followed by the Naval Establishment in meeting the material require- 
ments of the operating forces, and shall coordinate and direct the efforts 
of the bureaus and offices of the Navy Department in this respect.” 

Thus it became the legislative mandate, following what had been the Navy’s 
practice since 1942, that, whereas the Chief of Naval Operations would be re- 
sponsible for advising the bureaus and offices of the Navy Department as to the 
needed logistic support, the bureaus and offices would reduce these broad require- 
ments to specific items and quantities, and would carry out the necessary pro- 
curement under common policies prescribed by the Chief of Naval Material. 

To indicate more clearly the system of checks and balances inherent in Navy 
procurement, I should like to point out some of the different steps involved, and 
the different persons as well as independent authorities concerned, in the three 
basic steps of making a contract, administering a contract, and completing a 
contract. In making a contract (where even now the Navy continues to make the 
broadest possible use of the safeguards of formal advertising and in every case 
makes maximum use of competition), the first step is to issue invitations for bids 
or requests for price quotations for each military item which must be procured. 
In the case of advertised procurement, where invitations have been sent to all 
sources of supply indicated on the Navy’s extensive bidders lists, award is made 
to the lowest qualified bidder. In the case of negotiated procurement, quotations 
are requested from all such qualified sources as will insure full and free competition. 
In the interests of assisting small business and broadening the base of industrial 
suppliers, a more selective use of this method of procurement is made. The 
negotiation process begins by the negotiator or buyer, acting under the contracting 
officer and assisted by the technical people, contacting the various prospective 
sources of supply, determining which one is the best, and arranging for the actual 
purchase. His work, as well as the purchase itself, is collaborated in and checked 
for suitability, legality, and value—by (i) the technical people concerned: (ii) 
counsel, who are located in each bureau but are attached to a Navy-wide and 
coordinated Office of the General Counsel, and who approve as to form and legality 
all contracts to be entered into by any bureau; and (iii) a separately set up and 
trained “contract clearance unit’ in the Office of Naval Material, which reviews 
and passes upon the business features of every contract of more than $300,000 
in amount, his central contract clearance function, for all Navy contracts over 
a certain amount that are entered into here in Washington or anywhere in the 
field, is in my opinion one of the best checks on the individual purchasing authority 
of negotiators and contracting officers. 

After a contract has been made, whether by advertising or by negotiation, 
the next basic step—contract administration—requires further action and super- 
vision by other independent Navy groups. The supplies being procured are 
carefully inspected, for compliance with specifications, by the Navy’s technical 
inspectors. Also, in those contracts which are entered into on a cost basis, all 
costs incurred are audited by an independent Cost Inspection Service, in accord- 
ance with standards for allowable costs approved by the Secretary of Defense, 
to insure that only allowable costs and the stipulated fee are paid. Furthermore, 
wherever there arises any dispute between the contractor and the contracting 
officer over a question of fact involved in the administration or interpretation of 
the contraet, such question of fact is ultimately decided by an independent Board 
of Contract Appeals, acting as a direct representative of the Assistant Secretary 
for this special purpose. 

Upon completion of a contract, the cognizant bureau must accept the supplies 
and make sure that the contractor has met all the terms of the contract. And 
finally, payment must be made by an independent disbursing officer, who is 
responsible to the Bureau of Supplies and Accounts. 

In addition to the inspections which are made in technical fields, the Navy 
Department has an over-all inspection service headed by an Inspector General. 
Under this organization, each bureau has a regular inspection service which con- 
ducts scheduled inspections in the field organizations for compliance with sound 
business principles, and with both general and specific policies as promulgated 
by the Department and the appropriate bureaus. 

Thus it ean be seen, from this brief sketch of what happens in connection with 
actual Navy purchases, that there are the following independent individuals and 
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activities concerned with each purchase: contracting, inspection, cost accounting 
and disbursing. It is this separation of functions, with its resulting system of 
checks and balances, that helps to give us in the Navy a real assurance that al! 
of our buying—or more particularly, the major part of it, which involves contracts 
of substantial amounts—is carefully scrutinized and reviewed. 

Turning now very briefly to the second main point which T listed in the opening 
paragraph of this letter—namely, the importance given by the Navy to the 
selection and training of its personnel—I merely want to say in this connection 
that we rely heavily on our Navy Supply Corps (with its trained procurement and 
supply specialists, who make a lifetime career of this profession), and also on care- 
fully picked negotiators, lawyers, and businessmen who have had experience jy 
various commercial activities and who are well equipped, by education and back. 
ground, for participation in the highly important work of Navy procurement 

As a part of our supply training program, we have made and are continuing to 
make extensive use of college graduate schools and other civilian institutions. 
Most of our military and civilian personnel, engaged in one or another of the re- 
sponsibilities of procurement, have college degrees; and many of them have 
graduate degrees in business administration or in law. 

Finally, with respect to the very important matter of our efforts to prevent 
favoritism and improper conduct in the placing of Navy contracts, I am attaching 
for your information several Navy directives which have been issued from time to 
time on this subject. The most recent and current directive, which was issued last 
November and given wide distribution throughout the Navy Department, called 
attention to several statutory prohibitions and penalties regarding certain conduct 
of Government officials, but more particularly cautioned all Navy personnel 
engaged in procurement and related activities (i) not to allow themselves to be 
placed in positions where any conflict of interest might arise, or might be suspected, 
by reason of the acceptance of gratuities or favors or by any other action resulting 
in persona! financial profit or influencing their strict impartiality in dealings with 
contractors; and (ii) not to confer special benefits*upon particular suppliers, such 
as by giving them information of proposed purchases, unless such information is 
also made available to all competing suppliers. 

I recognize fully that no directive or official statement with regard to the proper 
or improper conduct of procurement personnel can prevent individual indiscretions 
and improprieties. However, I do feel that the frequent, periodic, and wide dis- 
semination throughout the Navy Department of cautions and reminders on this 
subject, when added to the other matters which I have mentioned above regarding 
the selection and training of personnel and regarding our Navy system of checks 
and balances, has resulted in a steady improvement of our standards of conduct 
and our relations with our contractors. I am hopeful that these standards and 
relations will continue to improve, notwithstanding the ever-present risk of 
exceptions and mistakes which are bound to occur in business activities as extensive 
as ours. 

Sincerely yours, 
Joun T. Koen ier 


Navy DEPARTMENT, 
Washington, D. C., December 13, 1942. 

From: The Secretary of the Navy. 
To: All Bureaus and Offices, Navy Department. 

The Commandant, United States Marine Corps. 

The Commandant, United States Coast Guard. 
Subject: Reorganization of Procurement Procedures and Coordination of Procure- 

ment Legal Services. 

1. From and after the date hereof, the chief of each bureau having technical 
cognizance of the matériel and services to be procured shall determine, in his 
discretion, the extent to which written contracts embodying the terms of negotiated 
deals or arrangements for such procurement will be negotiated, prepared, and 
executed in each such Bureau and the extent, if any, to which the services of the 
Bureau of Supplies and Accounts will be availed of for the negotiation, prepara- 
tion, and execution of such contracts. 

2. The chief of each such technical bureau may exercise such discretion from 
time to time in respect of classes of matériel or services, or specific contracts or 
types of contracts, provided, however, that on or before March 1, 1943, the chief 
of each technical bureau shall have completed a survey of the purchases and 
arrangements originating in each such bureau and shall have determined which 
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contracts will be negotiated, prepared, and executed in each such bureau and 
which contracts will be negotiated, prepared, and executed in the Bureau of 
Supplies and Accounts. : Such determination shall be reduced to writing and 
forwarded to the Vice Chief of Naval Operations. Modifications and changes 
therein may, however, be made from time to time upon the application of the 
chiefs of the respective technical bureaus and the approval of the Vice Chief of 
Naval Operations. 

3. All provisions in orders and directives requiring the respective technical 
bureaus or any of them to transmit, by requisition or otherwise, negotiated deals 
or arrangements for the procurement of matériel or services to the Bureau of 
Supplies and Accounts for the negotiation, preparation, or execution of written 
contracts or orders in respect thereof are hereby canceled and rescinded. 

4, The chief of each technical bureau is hereby authorized to negotiate, prepare 
and execute all contracts which he shall have determined are to be negotiated, 
prepared, and executed in his bureau and he is further authorized to delegate 
such authority to execute contracts on behalf of the United States to such person 
or persons as may be selected by such bureau chief. Contracts so executed shall 
be designated by such appropriate symbols as are now in use in each such bureau 
with respect to the contracts executed by the chief of such bureau. 

5. Appropriate arrangements for the transfer of necessary personnel from the 
Bureau of Supplies and Accounts to such technical bureaus may be made from 
time to time under the supervision and direction of the Vice Chief of Naval 
Operations. s 

6. The Negotiation Section of the Negotiation Branch of the Purchase Division 
of the Bureau of Supplies and Accounts, including all officer and civilian personnel 
attached thereto, is hereby transferred to the Office of Procurement and Material 
in the Office of the Under Secretary and shall be under the immediate direetion 
of the Assistant Chief in Charge of Procurement. The negotiating personnel of 
such section will be made available to the various bureaus to assist in the negotia- 
tion of contracts. 

7. In ordér that all legal advice and services relating to procurement, including 
those relating to patents, may be coordinated in each bureau and in the Navy 
Department, there shall be a single legal division in each bureau to render such 
advice and perform such services. 

8. The head of each legal division in respect of each bureau shall be as follows: 


Name: Counsel for the Bureau of 
Edward G. Chandler Yards and Docks. 
James A. Fowler, Jr Naval Personnel. 

W. Randall Compton Ordnance. 

Richard 8S. Kyle Supplies and Accounts. 
Stuart N. Scott Aeronautics. 

Patrick H. Hodgson g Ships. 


The counsel for each such bureau shall forthwith set up the division, selecting the 
lawyers and other personnel deemed by him to be necessary for the performance 
of the duties and functions of such division, subject to the approval of the chicf 
of each such bureau. In addition to reporting directly to the chief of each such 
bureau, counsel for each bureau shall also report to the Under Secretary of the 
Navy. 

9. Contracts and amendments thereto and modifications thereof prepared in 
a bureau under the supervision or with the approval of counsel for such bureau 
may be signed by the chief of such bureau or the person or persons to whom such 
authority shall have been delegated without securing the approval of any other 
person as to form or legality. All provisions in orders and directives requiring 
that contracts must be sent to the Office of the Judge Advocate General before 
the execution thereof are hereby canceled and rescinded. 5 

10. The legal services to be rendered by the counsel for each bureau will be 
coordinated and generally super ised on behalf of the Under Secretary of the 
Navy through the central office of the Procurement Legal Division, of which 
Division H. Struve Hensel shall be the Chief, W. John Kenney shall be the Assis- 
tant Chief, and Richard Spencer shall be the Assistant Chief in Charge of Patents. 
The central office of the Procurement Legal Division shall act as counsel to the 
Office of Procurement and Material. The Patents and Tax Amortization Sections 
of the Procurement Legal Division and the cognizance thereof shall be continued 
as heretofore established. 

11. In view of the changes in contracting procedure hereby made, it is deemed 
advisable that a comprehensive and detailed study of the contracting procedure 
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in each bureau with a view to simplifying, expediting, and standardizing <\¢) 
procedure be made by the central office of the Procurement Legal Division anq 
the counsel for each bureau for and under the supervision of the chief of cach 
such bureau, and recommendations with respect thereto shall be forwarded by {ho 
chief of each bureau as promptly as possible to the Under Secretary and the \ jc 
Chief of Naval Operations. 


FORRESTAL, Acti, 





DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, November 9, 1950. 
From: The Secretary of the Navy. 
To: All Bureaus, Boards and Offices of the Navy Department. 

The Commandant, U. 8. Marine Corps. 

Subject: Standards of Conduct for All Personnel Having Business Dealings wt} 
Representatives of Industry. 
References: 

(a) United States Navy Regulations, 1948, Art. 1257. 

(b) SecNav ltr dtd 25 June 1948, subj: Standards of Conduct for All Per. 
sonnel in the Military Establishments; as approved by the Secretary 
of Defense. : 

(c) AstSecNav ltr dtd 5 May 1947, subj: Maintenance of High Ethical 
Standards in Navy Procurement Activities. 

(d) CNO ltr dtd 31 October 1946, subj: Relations with Firms and Individuals 
having Business Dealings with the Government. 

Enclosure: (1) Digest of Applicable Provisions of U. 8. Criminal Code Pertaining 
to Conduct of Presently Employed Government Officials. 


1, Becatse of the present world situation, our country is now embarked upon 
& preparedness program which entails substantially inerease@ expenditures of 
Government funds in the interests of national defense. This program, in turn, 
stimulates greater efforts on the part of private business firms and individuals to 
obtain defense contracts. Accord ngly, it is desired at this time to restate and 
reemphasize the basic policy, as previously set forth by the Department of the 
Navy in references (a) through (d), with respect to the conduct of Navy officials 
in their relations with firms and individuals having business dealings with the 
Government. 

2. All persons engaged in procurement and related activities are hereby re- 
minded of their grave responsibility and position of trust in their business dealings 
with representatives of industry. Many practices which would be normal and 
proper in the private business world are not acceptable for Government employees 
who are spending the Government’s money. hus, it is essential that all such 
persons set for themselves the highest standards of personal conduct in their 
relations with business firms and individuals, thereby insuring that these relations 
are above reproach in every respect. Although it is not intended to lay down a 
hard and fast rule prohibiting social contacts with business firms or their rep- 
resentatives, nevertheless it must be realized by all Navy officials that the accept- 
ance of entertzinnent or gifts (no matter how innocently tendered or received 
from one who seeks or enjoys profitable business deslings with the Government, 
may co npromise and embarrass both the Navy and the official concerned to the 
extent of impairing public confidence in the integrity of business relations bet ween 
Government and industry. 

3. Apart from statutory prohibitions and penalties regarding certain conduct 
of Government officials, as digested in enclosure (1) hereto, the general policy 
throughout the Department of the Navy with respect to standards of conduct for 
personnel engaged in procurement and related activities is as follows: 

(a) No person shall allow himself to be placed in a position where a conflict of 
interests might arise, or might justifiably be suspected, by reason of the acceptance 
of gratuities or favors or by any other action which would result in financial profit 
to himself or which would influence the strict impartiality that must prevail in 
all business relationships where the public interest is involved. 

(b) No person shall confer specie) benefits upon particular suppliers, such 2s 
by giving them information of proposed purchases, unless such information is also 
mede aveilable to all competing suppliers. 

4. It is hereby directed that e».ch eddressee shall immediately communicate the 
contents of this directive to all persons under his command who are engaged i! 
procure nent or related activities. 


Joun T. KoeH er, 
Acting Secretary of the Navy 
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Dicest OF APPLICABLE Provisions or U.S. Criminat Cope (Tirie 18, Unirep 
Srates Cop, 1948) Prertraininc to Conpuct or. Presentty EMPLOYED 
(OVERNMENT OFFICIALS 


Sec. 216 (formerly Criminal Code, Sec. 112). Procurement of Contract by Officer or 
Vember of Congress 
This statute forbids Government officers and agents from directly or indirectly 
receiving any money or thing of value in return for obtaining or giving any 
Government contract, or rendering any assistance in that connection, under 
penalty of a fine of $10,000 and imprisonment for two years, and permanent 
disqualification from holding Federal office. 


Sec. 281 (formerly Criminal Code, Sec. 113). Compensation to Members of ¢ ‘ongress, 
Officers and Others in Matters Affecting the Government 
This statute forbids Government officers and agents from directly or indirectly 
receiving or agreeing to receive any compensation for services rendered in con- 
nection with any Government contract, claim, or other matter in which thee 
United States is interested, under penalty of a fine of $10,000 and imprisonment 
for two years, and permanent disqualification from holding Federal office. 


Sec. 283 (formerly Criminal Code, Sec. 109). Officers or Employees Interested in 
Claims Against the Government 
This statute forbids Government officers and employees from prosecuting or 
aiding in the prosecution of any claim against the United States, other than in 
the proper discharge of official duties, under penalty of a fine of $10,000 and 
imprisonment for one year. 


Sec, 434 (formerly Criminal Code Sec. 41). Interested Persons Acting as Govern 
ment Agents 
This statute forbids persons financially interested in any corporation or other 
business organization from acting as Government officers or agents for the trans- 
action of business with such corporation or organization, under penalty of a fine 
of $2,000 and imprisonment for two years. 


Sec. 1914 (formerly 5 U.S. C. 66). Salary of Government Officials and Employees 
Payable only by United States 
This statute forbids Government officials and employees, in connection with 
ial services, from receiving any salary from any source other than the Gov- 
ernment, under penalty of a fine of $1,000 and imprisonment for six months, 


offi 








Op-—002/mm 
Serial: 021Po00 
DEPARTMENT OF THE Navy, 
OFFICE OF THE CHIEF OF NAVAL OPERATIONS, 
Washington 25, D. C., November 10, 1950, 


Personal and Confidential 


MEMORANDUM 


From: Chief of Naval Operations. 
To: All Flag Officers. 
Subj.: Relations with Firms and Individuals having Business Dealings with the 

Government. 

Enel.: (1) Copy of CNO letter dated October 31, 1946. 

1. In view of the present substantial increases in the expenditures of Govern- 
ment funds, the remarks of Admiral Nimitz set forth in the enclosure are considered 
to be timely and appropriate for your consideration and guidance. 

Forrest SHERMAN, 

\uthenticated by: 

G. W. Murpny, Lt, USN. 
Secretary to CNO (Administration). 


Declassified’for the purpose of this correspondence. 


Joun T. Koeueer, 
Assistant Secretary of the Navy, 
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Navy DEPARTMENT, 
OFFICE OF THE Carer oF NAVAL OPERATIONS, 
Washington 25, D. C., October 31, 1948, 
Serial 082P02 
Confidential—Personal 


From: Chief of Naval Operations. 

To: All Flag Officers. 

Subj.: Relations with Firms and Individuals having Business Dealings with the 
Government. 

1. Addressees will appreciate the grave responsibility attaching to officers of 
the naval service in administering the expenditure of public funds. The Ameri- 
can people rightly expect that these funds be expended in a manner and for such 
purposes as will permit the closest scrutiny of the ethics employed and returns 
received for the funds expended. 

2. In discharging this responsibility it is essential that all officers set for them- 
selves the highest standards of personal conduct in their contacts with firms and 
individuals having business dealings with the Government to insure that these 
relations are above reproach in every respect. Officers must realize that the 
acceptance of the most insignificant gift or casual entertainment, however inno- 
cently tendered or received, from one seeking or enjoying profitable business deal- 
ings with the Navy, may compromise and embarrass the Navy, and the officer 
himself, to the extent of impairing public confidence in the entire naval service, 

3. It is not to be inferred that social contacts with business firms or their 
representatives are to be wholly avoided. Such an attitude is recognized as im- 
practicable and unrealistic. It is suggested, however, as a general guide in such 
matters, that no officer should accept social amenities of this nature which he is 
not in a position to repay, and further, that such reciprocal relations at all times 
be in good taste. What constitutes ‘‘good taste’’ is left’to determination by the 
individual naval officer who must be aware of the high standards of conduct 
expected of him by his Country, the Navy, and his brother officers. 

4. Despite its confidential and personal classification, it is desired that the 
substance of this letter be understood by all appropriate echelons within vour 


respective commands. 
C. W. Nimirz. 


Navy DEPARTMENT, 
BuREAU OF SUPPLIES AND AccouUNTs, 
Washington 25, D. C., September 18, 1948. 
L4-3 (20) (O8:0) 
From: The Chief ef the Bureau of Supplies and Accounts. 
To: All Supply Corps Officers. 
Subject: Ethical Standards Required in Official Business Dealings with Represen- 
tatives of Private Enterprise. 
References: 
(a) AstSecNav ltr M300/MLR/he dtd 5 May 1947, Subject: Maintenance of 
High Ethical Standards in Navy Procurement. Activities, 
(b) SeeNav ltr A17-2 dtd 25 June 1948, included in 30 June 1948 Navy 
Dept. Semi-Monthly Bulletin, Subject: Standards of Conduct for All 
Personnel in the Military Establishments, as approved by the Secretary 
of Defense. 
1. The Navy’s enviable record of efficient and economical procurement rests on 
a foundation of strict adherence to the highest standards of moral and business 
ethics and integrity. It is wise to remind ourselves from time to time of the high 
esteem in which the Navy is held and how that esteem may be preserved. The 
above advice was promulgated, by reference (a), to all Bureau Chiefs and to all 
contracting and purchasing officers of the Navy. The Chief of the Bureau of 
Supplies and Accounts feels strongly that this advice is particularly to be heeded 
by officers of the Supply Corps in view of our frequent and extensive official 
business dealings with representatives of civilian enterprise who either are engaged 
in government business or are seeking government business. The balance of 
reference (a), not quoted above, together with reference (6), contain further infor- 
mation to be used as a guide by all personnel in accomplishing government busi- 
ness and refer to, and include portions of, applicable statutes, Statutes are, 
however, usually designed to delineate the criminal from the non-criminal. With 
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such conduct delineation the Chief of the Bureau is not here concerned. It is in 
the light of ethics, in order to avoid the appearance of conduct outside the realm 
of ethical business practice, that periodical examination of his own conduct in 
official business transactions must be accomplished by such officer. The line 
between the permissible and nonpermissible is not easily distinguished. There- 
fore, it behooves each officer to set his standards so high that there can be no 
doubt as to the propriety of his conduct and/or actions. 

2. Determination of the permissible depends to a great extent upon the dictates 
of good taste. In this, each officer must apply his own yardstick, while bearing, in 
mind the high standards expected of each officer by his Country, the Navy, and 
his brother officers. Conduct on any other plane will be fraught with the possi- 
bility of compromise and embarrassment to the Navy, the Supply Corps, and the 
officer himself to the extent of impairing public confidence in the entire naval 
service. 

3. The American people rightly expect that funds granted for maintenance of 
their armed forces will be expended in a manner and for such purposes as will bear 
the closest public scrutiny of the ethics employed and returns received. Accept- 
ance of the most insignificant gift or casual entertainment, however innocently 
tendered or received, from one seeking or enjoying profitable business with the 
Navy, will cast doubt upon the ethics of any officer in receipt of such favors. 
Such appearance of evil must be avoided as strenuously as evil, itself. On the 
other hand, social contacts with business firms or their representatives are recog- 
nized to be of considerable advantage and assistance to a negotiating officer in 
most effective accomplishment of government business, in many instances. The 
course that prudently can be followed in such matters, while still obtaining the 
benefits of such social exchange, requires that no officer should accept social 
amenities unless he is in a position to repay the favor and, further, intends so to 
reciprocate. 

4. With the event of increased volume of naval procurement under conditions 
of peacetime reaction from war, and concomitant close scrutiny of naval business 
transactions, it is urged that every Supply Corps officer assure that his conduct in 
official dealings with representatives of private enterprise allows of no possible 
misinterpretations of motives. Strict adherence to the highest standards will 
maintain the high reputation of the Navy’s business Corps which has always been 
enjoyed. 

E. D. Foster, 


48-460—STANDARDS OF CoNnpucT FoR ALL PERSONNEL IN THE MILITARY EstTAbB- 
LISHMENT AS APPROVED BY THE SECRETARY OF DEFENSE 


A17-2 June 25, 1948 
ACTION: ALL SHIPS AND STATIONS 


1. This directive is binding upon all persons military or civilian engaged in 
service procurement and related duties. All such personnel are enjoined to 
familiarize themselves thorcughly with the instructions contained herein. 

2. The business ethics of all persons charged with the administration and 
expenditure of Government funds must be above reproach and suspicion in every 
respect at all times. The Supreme Court has aptly stated that as a general rule 
all men have a moral obligation to refrain from placing themselves in relations 
which excite conflict between self-interest and integrity. 

3. There are certain statutes which make it a criminal offense for an officer or 
agent of the United States to engage in practices or activities which are at variance 
with the full measure of duty which he owes to the United States as such an officer 
or agent, Certain other practices or activities of officers and other personnel are 
forbidden either by the law or as a matter of policy by the Departments of the 
Army Navy and Air Force. 

!. The broad general policy of the Departments of the Army Navy, and Air 
Force with regard to conflicting private interests of military and civilian personnel 
assigned to procurement and related duties is set forth as follows: Every menber 
of the services military or civilian is bound to refrain from all business and 
professional activities and interests not directly connected with his duties which 
would tend to interfere with or hamper in any degree his full and proper discharge 
of such duties or would normally give rise to a reasonable suspicion that such 
participation would have that effect. If such person finds that his duties require 
him to act as an agent of the United States in a manner from which he may derive 
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financial profit or other benefits he will report the facts immediately to hiy\er 
authority and he will be immediately relieved from such duties. Agents of ‘he 
Government must not accept gratuities intended to influence the strict imyar- 
tiality that must prevail in all business contacts. 

5. The importance of the procurement function to the military Departments 
makes the selection and instruction of procurement personnel a matter of major 
importance to appointing officials. Sucb personnel is not only responsible for 
protecting the Government’s interest but also for maintaining the reputation 
of the services for honesty, courtesy, and fair dealings in all relations with con- 
tractors. 

6. The attention of all concerned is directed to the following sections or the 
criminal code (title 18 U. 8S. Code): 

(a) Section 93. (Criminal Code, section 41.) Interested persons acting 
as Government agents. 
* * * * * “ * 


(b) Section 198. (Criminal Code, section 109.) Officers interested in claims 

against United States. 

* s A 4 2 * * 

(c) Section 202. (Criminal Code, section 112.) Member of Congress taking 
consideration for procuring contract. 

* * * * * * * 

(d) Section 203. (Criminal Code, section 113.) Receiving pay by Members 
of Congress in matters affecting United States; retired officers of armed 
forces. 

* * * * * * * 
This directive emphasizes the importance of protecting the interests of the Goy- 
ernment and should be read in conjunction with present and future regulations 
concerning procurement and related subjects. 

The provisions of this letter are effective as of July 1, 1948. 


SecNav. W. JoHn KENNEY. 





Tue AssIsTANT SECRETARY OF THE NAVY 


May 5, 1947 

M300/ MLR/he 
From: The Assistant Secretary of the Navy 
To: All Bureau Chiefs 

All Contracting and Purchasng Officers 

Subject: Maintenance of High Ethical Standards in Navy Procurement Activi- 

ties. 

Addressees are requested to bring the following matters to the attention of 
all concerned. 

2. The Navy’s enviable record of efficient and economical procurement rests 
on a foundation of strict adherence to the highest standards of moral and business 
ethics-and integrity. It is wise to remind ourselves from time to time of the high 
esteem in which the Navy is held and how that esteem may be preserved. 

3. The reaction from war brings close public scrutiny of all Service functions 
and activities, and places an even greater responsibility on the shoulders of those 

yersons charged with the administration and expenditure of public funds. The 
Gusinoas ethies of Service personnel must be above reproach in every respect at al! 
times. 

4. The interests of the Government must be pretected at all times. This in- 
cludes the maintenance of satisfactory relations with contractors on whom"the 
Navy must depend for its supplies. 

5. Therefore, the following principles as to personal relations between the pro- 
curement officers and contractors are again promulgated. Experience has tauyhit 
these lessons; they must be observed: : 

I. Never forget for a moment that you are the agent of the Government, 
and, as such, represent the people of the United States. 

II. Personal friendship must never affect official relationships with a con- 
tractor. This is doubly important with regard to former shipmates. 
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III. Never permit any contractor to gain the impression that you are obli- 
gated to him. Avoid at all costs this impression in his mind or in the mind of 
a third party. 

IV. Travel, at public expense, is for the purpose of conducting official busi- 
ness. Be certain always that official business requires the trip. 

V. Never reveal confidential information about any contractor. 

6. The following guides are suggested as a means of maintaining satisfactory 
business relations with contractors: 

I. Never threater. any Contractor. 

II. Do not try to prevent a Contractor from appealing to higher authority. 
Every effort should be exerted however to obviate the necessity of such appeal. 

Ill. The Contractor should always be left with a feeling of good will 
towards the Navy. 

IV. Always make yourself available to the Contractors to assis them in a 
solution of their problems, when possible. It will create good will and will 
prevent delay in execution of Navy business. 

W. JoHn KENNEY, 
Assistant Secretary of the Navy. 


NAVY STOCK ACCOUNT 
(See p. 548.) 


Senator O’Manonry. The Navy Department has supplied informa- 
tion in regard to material carried in the Navy stock account, which I 
will insert at this point in the record. 

(The material referred to is as follows:) 


DEPARTMENT OF THE Navy, 
OFFICE OF THE COMPTROLLER, 
Washington 25, D. C., July 27, 1951. 
Hon. Josep C. O’Manoney, 
United States Senate, Washington 25, D. C. 

Dear Senator O’Manoney: Forwarded herewith is a list of the material 
carried in the Navy stock account. This is the list that was requested by you 
during the hearing on the Navy stock fund on July 20, 1951. 

I will be glad to furnish any additional information which you may desire. 

Sincerely yours, 
C. Apatr, Captain, USN, 


Navy Stock Account Property CLASSES 
Class No. 
5. Flags: Bunting flags, flagstaffs, flagstaff trucks, pennants, signal shapes, 
speed cones, etc. 
Navigational and mooring aids: Buoys, anchors; anchor chains; ramp chains; 
shackles and accessories; mooring hooks, swivels; ete. 
Fuel: Charcoal; coal; coke; Diesel oil; dust-fuels; fuel oil; gasoline; gas; 
illuminating oils; kerosene 
Motor vehicle accessories; bicycles; tires and tubes; tow slings; automotive 
kits; tire chains; brake lining; bicycles; automobile; bus, truck, tractor, 
industrial tires and tubes; tire and tube repair kits. 
Pumps and compressor: Pumps and pump parts, vacuum pumps; portable 
fire pump equipment; portable submersible pumps; air compressors. 
Marine hardware (not elsewhere classified): Boat steering equipment; boat 
propulsion accessories; rigging, hoisting, towing and stowage equipment; 
boat and ship insignia; air ports, parts and accessories; door and hatch 
fittings; ladders, rungs and treads; miscellaneous fittings and equipment. 
3. Steam boiler accessories and tools: Boiler tube brush assemblies and refills, 
boiler tube cleaning outfits. 
Lubricants: Graphite, greases, oils, preservative compounds, ete. 
Electric cable and wire (insulated): Lighting and power cable, interior and 
communication and fire control cable; telephone cable, degaussing cable, 
miscellaneous wire, etc. 





680 - DEPARTMENT OF DEFENSE APPROPRIATIONS, 1952 


Class No. 
17. 


18. 


Qo” 


27. 
29. 


31. 
32. 


33. 


34. 


38. 
39. 


40. 


48. 





Electrical equipment, wire communication apparatus: Audible signaling 
devices; telephone and intercommunication equipment; batteries; blowers 
and fans; electric heaters; electric lights, lighting fixtures, parts and acces- 
sories; electric lamps; electrical measuring instruments; electric boxes. 
panels and switchboards, fuses, parts and accessories; circuit breakers. 
contact makers, and relays; electric motors, parts and accessories; electric 
generators, parts and accessories; motor and generator brushes: trans- 
formers; electrical connectors, terminals, and lugs; electrical wiring fittings: 
plugs and receptacles; electrical switches, parts and accessories; uninsulated 
wire, ribbon and cable; electrical insulation and insulators; ignition parts 
and accessories; carbons and electrodes. 

Precision instruments: Aerological instruments and accessories; drawing 
instruments and equipment; navigational instruments and accessories: 
mercurial thermometers ‘and accessories; timekeeping equipment and 
accessories; weighing equipment. 

Blocks and rigging (excluding marine rigging) rope blocks; block fittings, ete 

Cordage: Bulk cordage, twine, manufactured cordage. 

Wire and wire rope (not insulated) wire rope, cable, wire. 

Diving apparatus: Diving outfits and parts; emergency, lifesaving and 
rescue equipment. 

Duck, canvas and tentage: Duck and canvas cloth, awning cloth; finished 
duck and canvas, bags, paulins, covers, tents, sails. 

Ship’s store and Navy exchange material: Articles for resale in ship’s store, 
consumable materials for use in related service activities. 

Furniture: Seating furniture; shipboard tables and desks; shore desks; book 
furniture; sleeping furniture; clothing furniture; filing cabinets; storage 
cabinets; boxes; lockers; safes; washroom accessories. 

Dry goods: Notions; floor coverings. 

Toilet articles: Toilet tissue paper; paper towels. 

Lighting apparatus (nonelectric): Lanterns; torches, and parts. 
Fire-surfacing and heat insulating material and refractories: Asbestos; cork: 
fibrous glass; carbon; mineral wool; pipe covering; refractory brick; ete. 

Gaskets: Hose and fittings; packing; rubber and plastics (sheet and strip). 

Leather: Genuine leather; artificial leather; leather products; belting acces- 
sores. 

Books, maps, periodicals: War games; dictionary. 

Music and musical instruments: Musical instruments, parts, and accessories 
music and musie supplies. 

Athletie and personnel equipment: Climatic, flight, and occupational wearing 
apparel (excluding items in clothing and small stores); gloves and mittens, 
headgear; coats and jackets, trousers; shirts; footwear; miscellaneous pro- 
tective apparel; welfare and recreation items. 

Brooms; brushes; mops. 

Lumber: Softwood lumber; vard and shop lumber, structural lumber; specific- - 
use lumber; boxing and crating lumber. 

Plant and shop equipment (excluding hand tools): Milling cutters; bits and 
drills; reamers; arbors, mandrels and sockets; power-operated tools and 
guns; grinders, sanders, and accessories; power saws and blades; power- 
actuated tools; cutting, welding, and brazing equipment; testing equip- 
ment; ete. 

Hand tools. b 

General hardware (excluding bolts, nuts, rivets, serews, washers, etc. 
Abrasive cloth and paper; bathroom and shower accessories; chain; con- 
tainers and receptacles: drums; door and window fittings; furniture fittings; 
hinges; hooks; nails; pins; locks and keys; wire cloth; fabric and netting; 
miscellaneous hardware. 

Bolts; nuts; rivets; screws; washers. 

Metal pipes; tubes and tubing (nonflexible). 

Pipe fittings; plumbing fixtures; valves: Pipe and tube fittings; valve and 
valve parts; plumbing fittings and fixtures; gages, meters, and accessories. 

Metal in bars: ores: Bars: rods; metals for castings; solders; brazing alloys; 
electrodes; welding rods; anodes; metallizing wires. 

Metal in plates, sheets and strips: Aluminum, brass, phosphor-bronze, zinc, 
copper, lead, nickel-copper alloy, and steel plates, sheets and strips; special- 
treatment steel; hull plates; boiler plates; perforated sheets. 

Metal shapes and structurals: Angles; channels; beams; tees. 
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Class No. 

50, Foundry equipment and supplies: Molder’s tools, molds and materials; melt- 
ing equipment and materials; refractories; binders; facings and partings. 

51. Chemicals; drugs; gases; soaps: Acids; desiccants; compressed cases and 
cylinders; cleaning matérials; laundry supplies; polishes and abrasives; 
exterminators and disinfectants; water and metal treatment chemicals: 
indicators; reagents; hydraulic fluids; photographic and _ lithographic 
chemicals. 

Paints; sealers; waxes: Raw materials for protective coatings; protective 
undercoats; preservatives; glues; adhesives; cements; putty and calking 
compounds; varnishes; enamels; paints; lacquers; waxes. 

Office supplies; paper; paper products: Blank books; loose-leaf binders; enve- 
lopes; writing and printing supplies; filing supplies; tape; desk accessories; 
paper drinking cups; paper; packaging and packing. 

Office machines and equipment: Office machines; tape dispensers; office 
equipment; letter box. 

Clothing and small stores: Clothing; uniforms and accessories; footwear; 
insignia; miscellaneous small stores; excluding special and protective 
clothing. 

Food: Nonperishables and perishables. 

Hospital; laboratory and surgical apparatus: Bottles; sterilizers; laboratory 
testing and treatment apparatus; miscellaneous hospital and laboratory 
items. 

Fire fighting and gas generating equipment: Carbon dioxide fire extinguishers, 
parts and equipment; water equipment; foam equipment; chemical fire 
extinguishers. 

Building materials (excluding lumber and structural steel): Cements; as- 
phalts; roofing; expansion-joint filler; tar and piteh; structural boards; 
building paper; plasters and limes; metal bases; floor tiles and deck cover- 
ing; building glass; clay brick; sewer pipe and fittings. 

Steam propulsion apparatus, heat transfer and nonelectric power transmission 
equipment: Atomizer parts for fuel-oil burners; marine boiler parts; filter 
elements; boat propellers. 

Articles of special value: Platinum wire and gauze; chaplains equipment; 
altar appointments. 

Tableware: Silverware; chinaware; glassware; corrosion-resisting steelware; 
plastieware; enamel cups; paper ice cream cups; insulated vacuum bottles, 
jug, and server. 

Bakeshop and kitchen apparatus and utensils: Bakeshop and kitchen ma- 
chines, hand and electrically operated; cooking utensils; woodenware; cut- 
lery; miscellaneous. 

Ovens; ranges; stoves: Electric ovens, electric ranges; electric griddles; fry 
kettles, hot plates; toasters; coffee urns and coffee makers. 

Heating, ventilation, laundry, and printing equipment: Water heaters; refrig- 
eration equipment; ventilation equipment; vacuum and blower cleaners; 
laundry and tailor shop equipment; sewing machines and needles; cobbler 
shop equipment. 

Conveyor and hoisting equipment: Motorized conveyor equipment and acces- 
sories; hand-operated conveyor equipment; chain hoists and parts; slings 
and bridles. 

Agricultural implements and machinery: Fertilizers (commercial mixed, 
sodium nitrate, and peat moss). 

Antifriction bearings and parts peculiar thereto. 

Motor vehicle and trailer parts (excluding engines and engine parts and com- 
mon accessories). 


Tomorrow we have a conference on the Interior Department appro- 
priation bill, and we will probably have the Army here Thursday. 

If there is nothing further, the committee will be in recess. 

(Whereupon, at 4:15 p. m., Tuesday, July 24, 1951, the committee 
was recessed subject to call of the Chair. The committee was called 
to reconvene on Monday, July 30, 1951.) 





